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 Executive Summary 
 
 
 
 
 
‘Co-creation is a major re-think on how businesses create value’ 
        - Venkat Ramaswamy 
 
 
Business strategy, still is, like always has been, about satisfying 
the consumer. Today, there is one major difference though - whilst 
in the past it has been about selling ‘to’ the consumer, today, it is 
about selling ‘with’ the consumer. Businesses that understand this 
concept of co-creating value with the consumer are able to gain a 
competitive advantage over their competitors. 
 
 
In this dissertation, I have looked at the Private Health Insurance 
sector in India where businesses are running into ongoing 
operating losses for over a decade now. My work presented herein 
argues for a case of strategic rethink on part of these 
organisations. My work recommends that businesses which seek to 
become profitable and gain a competitive advantage will have to 
embrace a strategy of consumer value co-creation.  
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CHAPTER ONE: INTRODUCTION   
 
This chapter introduces the reader to some key concepts related to the study. 
It takes the reader on a journey across the globe to provide a glimpse of 
healthcare systems around the world. It then introduces the Indian healthcare 
setup and lays a foundation for the study by setting out clearly defined 
objectives and scope of the study. A brief structure of the study is presented 
and limitations therein are touched upon.  
 
Despite the global financial crisis, India has remained one of the fastest growing economies 
in the world today. India’s largest sector – Healthcare, both in terms of revenue and 
employment, is expanding rapidly. This study looks at India’s Healthcare sector, especially 
the Health Insurance sector in particular. 
 
Before we delve ourselves any further, it is crucial to spend some time understanding 
certain basic concepts pertaining to the study. First and foremost is the concept of ‘Health’. 
 
Concept of Health 
 
There are many definitions of health but the one that encompasses the meaning in its 
entirety is by WHO – ‘Health is a state of complete physical, mental, and social well-being 
and not merely the absence of disease or infirmity’ (WHO, Definitions). 
 
‘Health is the extent to which an individual or a group is able to realize aspirations and 
satisfy needs, and to change or cope with the environment. Health is a resource for 
everyday life, not the objective of living; it is a positive concept, emphasizing social and 
personal resources as well as physical capabilities’ (WHO Regional Office for Europe 1984). 
 
‘Health is our ability to perform personally valued family, work and community roles’ (WHO, 
Definitions). 
 
Try as best as we might, we can never remain healthy every day of our lives. All of us, at 
some stage of our lives, are bound to suffer from periods of ill-health or disease. Illnesses 
decrease our ability to perform. We may suffer from losses either at an individual or group 
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level; also our family and/or society stand to lose from our ill-health. This loss can be 
minimized or negated with insurance.   
 
Concept of Insurance 
 
‘Insurance is defined as those products that insure, guarantee or indemnify against liability, 
loss of life, loss of health or property loss’ (Brostoff, Steven. 1997). 
 
In the Economic Theory of Risk and Insurance, Allan Willett defines insurance as ‘that social 
device for making accumulations to meet uncertain losses of capital, which is carried out 
through the transfer of the risks of many individuals to one person or a group of persons’ 
(Todd et al 2000). 
 
A fundamental requirement of insurance is transfer of risk (Todd et al 2000). For an insurer 
to cover the insured against possible losses, the insurer accepts the probability that the 
insured party may suffer from those losses in the future. The insurer accepts to cover the 
insured party against the risk of probable losses and puts a cost to it, which the insured 
party has to pay either in full or part payments over the insured period. By paying the 
insurer, the insured party transfers the risk of losses to the insurer. 
 
Concept of Health Insurance 
 
‘Health insurance is a risk sharing mechanism that lowers the out-of-pocket price for 
medical care at the time of purchase by smoothing medical payments across individuals and 
time’ (Barr 1992). 
 
Healthcare Systems around the world 
 
Before I touch upon the healthcare insurance industry, I feel it imperative to provide the 
reader some insight into healthcare systems around the world.  
 
All industrialized nations, except U.S., implement some form of universal healthcare for 
their citizens. There are certain key differences however in the ways this concept of 
universal healthcare is implemented across developed nations (Shah 2011): 
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• Government run (tax funded) systems, e.g. Britain’s NHS  
• Privately run (largely government funded), e.g. Canada and France  
• Private insurance companies (government regulated and subsidized so as to ensure 
universal coverage and non-discrimination - can’t deny access based on medical 
history or existing conditions), e.g. Switzerland 
 
Table 1 below provides a snapshot of the overall rankings for Healthcare Systems across the 
globe. It is interesting to note that the U.S. ranks a disappointing 7th, behind smaller 
nations like the Netherlands which is considered to have the best Healthcare System in the 
world today. 
 
 
 
Table 1. Overall Rankings for Healthcare Systems (Davis et al 2010) 
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Figure 1. International Comparison of Spending on Health, 1980 – 2007 (Davis et al 2010) 
 
Rakings by themselves alone do not tell the full picture and should be looked at taking into 
context expenditures on health in those nations. 
 
The US spends the most per person (in the world) on healthcare (Figure 1.), yet does not 
get the best for all that money (Shah 2011). Despite having the costliest healthcare system 
in the world, the U.S. lags behind in world rankings. The report referenced here looks at 
data from seven countries, summarises patients' and physicians' survey results on care 
experiences and ratings on dimensions of care. In comparison to six other nations, the U.S. 
ranks last or next-to-last on five key dimensions of a high performance health system: 
quality, access, efficiency, equity, and healthy lives. (Davis et al 2010) 
 
In support of the U.S., it must be mentioned that the government, through Federal law 
makes provision for access to emergency services to all its citizens, regardless of their 
financial position. For generations, the U.S government had refused to accept health as a 
human right and considers it as a privilege. President Barack Obama has tried to challenge 
this by proposing universal healthcare and health insurance for all. (Shah 2011). Newly 
enacted health reform legislation in the U.S. will start to address some of these problems by 
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extending coverage to those without and helping to close gaps in coverage - leading to 
better health outcomes (Davis et al 2010). 
 
Introduction to the Indian Health Insurance Industry  
 
Although the health insurance industry has made its presence felt across the globe, health 
insurance coverage varies across countries. Let us take a look at, for instance, the Health 
Insurance coverage for a developed country like the U.S. (DeNavas-Walt et al 2010) 
 
Figure 2. Health Insurance Coverage in U.S. (DeNavas-Walt et al 2010) 
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From figure 2 above, one can see that only 16.7% of people were without any form of 
health insurance in 2009. 65.7% of the insured population in the U.S. had PHI in 2009 
(DeNavas-Walt et al 2010). 
 
Now, contrast the above scenario in the U.S where just over 15% didn’t have any form of 
health insurance cover to that in India where just over 15% have access to any form of 
health insurance. (PwC and India Health Progress 2011). Also alarming is the fact that 
whereas the U.S. spends 16% of its GDP on health, the Indian government put aside an eye 
watering 4.2% of its GDP for health expenditures (Davis et al 2010; WHO Global Health 
Observatory). See Tables 2 & 3.  
 
 
Total population 1.198 billion 
Gross national income per capita (PPP international $) 2,930 
Total expenditure on health per capita (Intl $, 2009) 132 
Total expenditure on health as % of GDP (2009) 4.2 
 
Table 2. Statistics for India 2009 (WHO Global Health Observatory). 
 
 
 
 
Table 3. India & U.S. – Comparative Healthcare Spending, 2007 (Taylor 2010). 
 
Although 80% of medical spending in India is ‘out of pocket’, the private healthcare 
insurance industry has struggled to create a strong presence in the Indian market (Pauly et 
al 2009). See table 4. Only around 2.2% of the population is covered under any form of PHI 
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(PwC and India Health Progress 2011). Cumulative underwriting losses for the non-life 
insurers over a decade since 2001 is nearly Rs.30000 crore, equivalent to US $6.45 billion 
(PwC and India Health Progress 2011). 
 
 
Table 4. Percentage of Medical Spending out of pocket in Eleven Developing Countries 
(Pauly et al 2009) 
 
India is a developing country in South Asia which is one of six developing regions in the 
world. Although these six regions account for more than 85 percent of the world’s 
population and contribute about 23% of global GDP, they account for a mere 10 percent of 
global insurance premium income (Drechsler & Jutting 2007). See Figure 3. 
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Figure 3. Relative Importance of Private Insurance Markets in 2003 (Drechsler & Jutting 
2007) 
 
PHI schemes cover 33 million people, i.e. 3.3% of the Indian population (Sekhri and 
Savedoff 2005). PwC quotes even lower figures, claiming only around 2.2% of the 
population is covered under PHI (PwC and India Health Progress 2011).  With a relatively 
developed economy as compared to other developing economies and an expanding middle-
class population of about 300 million, India offers a very lucrative market for PHI 
development. India already has the largest market for PHI in South Asia (Drechsler & 
Jutting 2007). A relative improvement in healthcare quality could produce a significant 
impact on the demand for PHI (Costa-i-Font & García-Villar 2009) 
 
Why are non-life insurers accumulating losses over a decade of opportunistic market 
expansion in India? Why have the Indians not embraced the concept of PHI? Is PHI 
unaffordable or does it just not offer value for money? Or is it the government at fault? 
According to Dutch law, health insurance is mandatory for all its residents (Schram and 
Sonnemans, 2011). Should that be the case in India? Something needs to change, but 
what? 
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Objective of the study 
 
The key objective of this study is to formulate a business strategy for delivery of PHI in 
India. 
 
PHI still has a very low coverage in India. The PHI industry has incurred operating losses 
over the last decade but is projected to outpace the country’s rapidly growing economy over 
the next decade. The objective of this study is to propose a strategy which will help the PHI 
providers remain sustainable and gain a competitive edge in this emerging market. 
 
Scope of the study 
 
I have limited the scope of this study to the healthcare setup in India. Whilst I may have 
touched upon and compared healthcare systems in developed countries with that in India, 
to analyse, critically evaluate and comment upon government policies and that of other key 
healthcare and regulatory bodies in countries other than India is beyond scope of this study. 
Although research conducted herein is aimed at recommending a business strategy to help 
PHI providers gain a competitive advantage in the current climate, it is beyond the scope of 
this study to make any financial projections based on any such recommendations. To 
investigate into any potential benefits or fallouts of PHI organisations entering into strategic 
partnerships with either national or international partners is not with remit of this 
dissertation. 
 
Limitations of the study 
 
Lack of financial aid and the existence of a rigid deadline can be considered as two major 
factors limiting the study. 
 
Right at the very outset, I was aware that there was no funding available for me to carry 
out this research, let alone compensate myself for the time devoted to the study. 
Conducting the study meant I have had to set aside my usual duties; being self employed 
has been to a disadvantage in terms of the opportunity cost that I have had to forego for 
this study. If there were allocated funding for the research, it would have undoubtedly had a 
positive impact on the numbers researched at the very least. 
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I respect the fact that the deadline for submission had to be met or penalties were to be 
incurred. As a result, I was left with a feeling that the sample size of my research was not 
large enough for it to be entirely representative of the Indian population as a whole. It goes 
without saying that the analysis and recommendations presented may not be generalisable.   
 
Information obtained from the general population about whether they have health insurance 
is valid, but self-reported data on source of insurance, length of time insured, and type of 
insurance are suspect and should be used cautiously (Nelson et al, 2000). I had to bear that 
in mind as another limitation due to the very nature of my study. 
 
Dissertation Structure 
 
Spread over nine chapters, the first two chapters introduce the topic and context within 
which it is set. Chapter three looks at literature review on the topic. The next two chapters 
are devoted to research methodology and analysis. Chapter six lays out recommendations 
and chapter seven seeks to draw this dissertation to an end with a conclusion. The final two 
chapters enumerate the appendices and references. 
 
 
 
In summary, defining the objective and scope of this dissertation right at the 
very outset will act as a useful guide for the reader whilst I build a foundation 
for a successful strategy in the chapters to follow. Also worth keeping in mind 
is that the PHI sector in India is still in an incipient stage.  
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CHAPTER TWO: CONTEXT 
 
This chapter acts as a context for the study and provides the reader with 
knowledge of the current state of health and prevalence of disease in India. It 
looks at the healthcare needs of the Indian population and the market for 
provision of PHI in India. It looks at the current structure of the Indian health 
insurance industry and introduces the concept of ‘Market Failure’. 
 
Healthcare Scenario in India 
 
If one were to look into the healthcare setup within any country, one can not escape the 
journey through population, socio-economic and disease trends. Looking at some of these 
would highlight the healthcare scenario in India. I have then discussed the presence of (or 
rather the lack of) the Indian Insurance Industry and looked at the Role of PHI in developing 
countries in general. 
 
Growing Healthcare Sector in India 
 
India’s healthcare sector is one of the largest sectors both in revenue and employment 
terms and is rapidly expanding today. In the 1990s, it grew at a compounded annual rate of 
16% and is valued at more than $34 billion today. This is equivalent to USD34 per capita or 
6% of GDP. PwC (2007) has projected that by 2012, India’s healthcare sector is to grow to 
nearly USD40 billion. The private sector accounts for more than 80% of total healthcare 
spending in India (PwC 2007). 
 
Population Trends 
 
India’s booming population has been a major driver of growth in the healthcare sector. 
Currently 1.2 billion, it is increasing at an annual rate of about 2%. By 2030, India is 
expected to surpass China as the world’s most populous nation. India’s population is 
projected to reach 1.6 billion by 2050 (PwC 2007). 
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In such a populated country, not everyone has internet access. Given below are some key 
findings from a research published by Juxtconsult (2009): Only 46.49 million (3.9% 
population) have internet access, wherein: 
 
 39 million are urban and 7.49 million are rural inhabitants  
 10% growth in regular urban users over last year  
 46% of internet users have a life insurance product 
 18% of internet users have a health insurance product 
 70% of all internet users have searched online for shopping 
 20% of all internet users have searched and bought online 
 
Economic Trends 
 
The Indian economy, worth about USD1 trillion, is following the growth of the population. 
Goldman Sachs predicts that the Indian economy will expand by at least 5% annually for 
the next 45 years, and that it will be the only emerging economy to maintain such a robust 
pace of growth (PwC 2007). See Figure 4. 
 
Figure 4. India is forecast to grow by at least 5% a year for the next 39 years – Source: 
Goldman Sachs (PwC 2007). 
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India’s growing economy has favoured urbanization and created a strong middle class 
population of 300 million. This middle class in India now have more disposable income at 
hand and this has proved a boon for the healthcare sector. The per capita income was 
USD620 in 2005. More than 150 million Indians have annual incomes of at least USD1000 
and those in business services sector earn nearly USD20000 a year. PwC (2007) notes 
whilst a direct comparison with the earnings of similarly placed U.S citizens may not look 
attractive, it is actually the equivalent of more than USD100000 per year when adjusted for 
purchasing power parity. More women are entering the labour market, further boosting the 
purchasing power of Indian households as a whole (PwC 2007). 
 
Another interesting economic indicator to look at is the purchasing power to buy Western 
medicines. More than 50 million Indians can afford access to Western medicines - a market 
only 20% smaller than UK. Provided the Indian economy continues to grow faster than the 
economies of the developed world and the literacy rate keeps rising, much of western and 
southern India will be middle class by 2020 (PwC 2007). 
 
Disease Trends 
 
Just as India’s population is driving the health sector, so is the increasing prevalence of 
non-communicable disease. Cardiovascular diseases (CVDs), diabetes mellitus (diabetes), 
chronic obstructive pulmonary disease (COPD) and cancer are the four leading chronic 
diseases in India (Taylor, 2010). See Table 5. 
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Table 5: The prevalence of CVD, diabetes, COPD and cancer in India (Taylor, 2010) 
 
In 2004, Indians spent a staggering $9.1 billion out-of pocket on tests, treatments and 
medical devices to manage their non-communicable diseases. This was equal to 3.3% of 
India’s GDP for that year and 4 times the total spent by all governments on healthcare. 
(Taylor 2010). 
 
All four of these major types of non-communicable diseases share similar risk factors thus 
making a focused, integrated, well-resourced campaign of prevention, early detection and 
treatment a very plausible success (Taylor 2010). See Table 6. 
 
 
Table 6: Common Modifiable Risk Factors for top 4 NCDs in India (Taylor 2010) 
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More than 50% of deaths in India were due to non-communicable diseases in 2004. See 
Figures 5 & 6. 
 
Figure 5. Cause of Death in Males, India, 2004. (WHO, Global Infobase 2004) 
 
Figure 6. Cause of Death in Females, India, 2004. (WHO, Global Infobase 2004) 
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Deaths due to NCDs are expected to rise by 2015. See Table 7 below. 
 
 
 
Table 7. Total deaths in India from NCDs in 2005 and projections for 2015 (WHO Global 
Report, 2005) 
 
Healthcare Divide 
 
India’s rural population accounted for more than 72% of its total population (Census 2001). 
The rural population has limited or no access to quality care. Just over 25% of Indians 
residing in Urban India have access to high-quality medical care. Only a quarter of the 
Indian population living in urban areas have access to Western (allopathic) medicine and 
only two-thirds of India’s hospitals and health centers. See Table 6. The rural sector relies 
on alternative forms of treatment, such as ayurveda, unani and acupuncture. 
 
Whilst the poor in rural areas are underserved, they at least stand a chance to avail 
themselves of the sparse facilities the limited number of government-support medical 
centers offer. The urban poor fare even worse, because they cannot afford to visit the high-
quality private facilities that the urban cities have to offer, purely on financial grounds. 
 
 
Table 8. The rural-urban health divide, India, 2005. (Taylor, 2010) 
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An interesting finding reported recently was that the mortality share flips between 
communicable disease and non-communicable diseases as a country grows richer. See 
below, figure 7. This seems to be the case for India. See Table 8 above. 
 
 
 
Figure 7. Mortality share flips between communicable disease and non-communicable 
diseases as a country grows richer (Taylor, 2010). 
 
Not only is there a healthcare divide in India, but the total number of public health facilities 
are also inadequate. To give an example, India really needs 74150 CHCs per million 
populations but has less than half of that required. More than 10 states in India do not have 
laboratories for testing drugs. In states where there are laboratories, over half of them are 
either not fully equipped or staffed. 
 
Lack of Insurance 
 
Just over 15% of Indians have access to any form of health insurance (PwC and India 
Health Progress, 2011). PHI schemes cover 33 million people or 3.3 percent of the Indian 
population (Sekhri and Savedoff 2005). PwC quotes even lower figures, claiming only 
around 2.2% of the population is covered under PHI (PwC and India Health Progress, 2011).   
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Given the fact that there is so little insurance available to the Indians, out-of-pocket 
payments for medical care amounted to 98.4% of total health expenditures by households 
(Census 2001). Without insurance, those needing money for healthcare expenditures must 
resort to taking on debt or selling assets to meet the costs of hospital care. It is estimated 
that 20 million people in India fall below the poverty line each year because of indebtedness 
due to healthcare needs (PwC 2007). 
 
Indian Insurance Industry 
 
The Insurance Industry in India has two arms, ‘Life Insurance’ and ‘General Insurance’, also 
known as Non-Life Insurance. See Figure 8.  
 
 
 
Figure 8. Classification of Indian Insurance Industry. (Anonymous, MedIndia, 2011) 
 
A total of 22 General Insurance companies have been classified into two categories (Ministry 
of Finance 2011): 
1. PSUs 
2. Private Insurance Companies 
 
1. PSUs – The government-run General Insurance Company has four subsidiaries which are 
all PSUs, wholly owned by the Indian Government: 
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2. Private Insurance Companies: There are totally 18 private General Insurance companies 
in India: 
 
The main health insurance provider is the GIC along with its four subsidiaries (Ministry of 
Finance 2011). GIC can accept funding for underwriting from foreign countries, but can not 
allow other countries to own any of its insurance companies. 
 
PHI policy could either be based on the concept of ‘Community Rating’ or ‘Experience 
Rating’. In a ‘Community Rating’ scheme, every consumer pays the same annual premium, 
irrespective of their individual health status. These types of schemes are usually 
government-subsidised. “Janarogya Yojana”, India’s first ‘Community Rating’ based medical 
insurance scheme aimed at the poor was announced in the 1996-97 budget. The scheme is 
run by the 4 PSUs of GIC. At an annual premium of $122 p.a., it offered cover for people 
from 5 to 70 years of age for pre– and post–hospitalization expenses, for up to one and two 
months, respectively. More than four million policyholders were expected to enroll during 
the first year, but enrolments were far below expected (PwC 2007). One problem was the 
reimbursement basis on which the scheme was based on – insurers were told to ‘pay first, 
claim later’, a process that could take up to six months. Let us look at a government-private 
sector partnership which was launched in 2002 in the state of Karnataka to provide low cost 
coverage - the “Yashaswini Insurance Scheme”. This scheme is available to Indian farmers 
for major surgical operations, including those related to any pre-existing conditions. Annual 
premium is approximately $1.50, which almost all farmers can afford. Government subsidy 
accounts for an additional $0.50 annually for each policyholder. Although successful, it 
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covered only about 50,000 farmers (PwC 2007). Bath these schemes based wholly on 
‘Community Rating’ failed to take off as expected. On the other hand, the concept of 
‘Experience Rating’ is generally adopted by providers offering PHI policies after calculating 
annual premiums for consumers based on consumer demographics, health status and past 
healthcare utilisation.  
 
Almost all PHI providers in India base their annual premiums on basis of age and gender 
(male or female) only, without taking into account any other consumer demographics, 
health status and previous healthcare utilisation. It can therefore be said that the PHI sector 
in India is predominantly based on the concept of ‘Community Rating’. 
 
Types of Health Insurance Policies 
 
There are basically two types of health insurance policies available in India: 
 
1. Individual Policy 
An Individual policy provides health cover for a single individual only. If individuals want to 
change their policy cover from one insurance provider to another, then they have to forego 
almost all policy benefits such as cumulative annual bonuses or additional benefits during 
illnesses and hospitalisation being covered under the policy. 
 
2. Family Floater Policy 
The entire family of the insured individual will be covered under a single policy. It does have 
a cap on the maximum sum payable in aggregare for that family in any particular year. This 
may increase on renewal year after year but can not be transferred when the family 
switches providers. 
 
The Role of Private Health Insurance in Developing Countries 
 
India already has the largest market for PHI in South Asia (Drechsler & Jutting 2007). 
Unlike other South Asian countries, India not only dominates with regards to population size 
and economic progress but also offers a spectrum of various health-financing options, 
including innovative PHI options. Today, India is clearly moving away from a government 
run healthcare system. After the IRDA Bill was introduced in 1999, foreign and domestic 
providers’ entry into the market further fuelled PHI development. Recently introduced 
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government schemes cater to a relatively small segment of the population. The market still 
looks attractive for alternative offerings, including PHI, to evolve. PHI schemes have already 
made their presence felt by catering to various health insurance needs and income groups. 
Large for-profit insurance companies and employer based schemes primarily cover upper-
middle- and high-income groups in urban areas. NGOs and Community based schemes 
target the poorer populations living in rural areas. Occassionally, rural areas are targeted by 
some larger insurance companies - Jan Arogya Bima insured approximately 7.2 million in 
2001. However, such schemes usually employ ‘pre-existing disease’ clauses that sadly allow 
exclusion of high-risk individuals (WHO 2004). 
 
A recent survey by Drechsler & Jutting (2007) shows that the role of private insurance 
varies depending on the economic, social, and institutional settings in a country or region. It 
adds that PHI schemes can be valuable tools to complement existing health-financing 
options only if they are carefully managed and adapted to local needs and preferences 
(Drechsler & Jutting 2007). Poverty, lack of awareness and perhaps strong belief in fatalism 
(Pereira 2005) still prevent development of private insurance markets in developing 
countries. 
 
Role of Foreign Investors 
 
Insurance companies in India are currently not permitted to have foreign holdings of more 
than 26%. The Congress(I)-led UPA government in New Delhi introduced the Insurance 
Laws (Amendment) Bill 2008 in the upper house of Indian Parliament in December 2008. 
The bill seeks to raise the FDI cap in the insurance sector to 49% (Insurance Laws 
[Amendment] Bill 2008). The Bill seeks to facilitate the entry of Lloyd’s of London in the 
insurance business in India as a foreign company in joint venture with Indian partners and 
also as a branch of foreign re-insurer (Sanyal 2009). This was seen as the government’s 
most significant and biggest reform measure in the financial sector, an invitation to foreign 
investors to enter the Indian insurance sector in a grand way. In May 2011, there was a 
major setback to the proposed reform when the Parliament’s Standing Committee on 
Finance indefinitely deferred finalisation of its report on the long-pending Insurance Laws 
(Amendment) Bill (Chatterji 2011).  
 
Still, the Indian insurance industry is still attractive to foreign investors. It will continue to 
outpace the country’s economic growth and is projected to reach USD 350 to 400 billion in 
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premium income by 2020; these figures will put India amongst the top three life insurance 
and top fifteen non-life markets in the world within the next nine years (Marius, 2011-2). 
 
Problem Statement 
 
   India already has the largest market for PHI in South Asia (Drechsler & Jutting 2007). 
Today, just over 15% Indians have access to any form of health insurance (PwC and India 
Health Progress, 2011). Although 80% of medical spending in India is ‘out of pocket’, the 
private healthcare insurance industry has struggled to create a strong presence in the 
Indian market (Pauly et al 2009). Only around 2.2% of the population is covered under any 
form of PHI (PwC and India Health Progress, 2011). Cumulative underwriting losses for the 
non-life insurers since 2001 are nearly Rs.30000 crore, equivalent to USD6.45 billion 
(Marius 2011-1).  
 
Does the Indian Industry of Insurers not know how to sell PHI to the Indians? What strategy 
or strategies should one adopt to run a successful PHI company in India? 
 
 
 
 
In summary, the PHI providers have faced a decade of operating losses but 
the projected growth within the sector and the rapidly growing economy 
seems to promise a brighter future; albeit with a rethink of strategy. 
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CHAPTER THREE: LITERATURE REVIEW 
 
This chapter contains three sections. The first section introduces the reader to 
the concept of economics and market failure. It looks at literature on the 
concept and touches upon some causes of market failure. The next section 
looks at arguments around a shifting trend from Porter’s generic strategies to 
a more service dominant logic. It draws on current evidence on consumer as 
a co-creator of value and argues that sustainable competitive strategies are 
not achieved by delivering quality products but by delivering quality services 
and consumer satisfaction. Finally, the third section proposes the construct of 
consumer value; it explores consumer motives to purchase health insurance 
and the role of trust in an organisation which may influence people’s choices.  
 
SECTION I - Economics of Market Failure 
 
Introduction to Economics 
 
There is currently a ‘Market Failure’ in India in the health insurance sector. Trying to 
understand the concept of ‘Market Failure’ without first getting to grips with the economic 
model of the market is futile and confusing at the very least. So I will first introduce the 
reader to economics and the concept of a Market. 
 
Economics is a social science, one which explains the production, distribution, and 
consumption of goods/services. Simply put, it can be described as the study of choice. 
‘Economics’ in Ancient Greek ‘oikonomia’ means "management of a household, 
administration" (Harper 2001). 
 
Market Failure: Concept and Causes 
 
1. Concept of Market Failure 
 
A market can be considered as a system, institution, procedure or infrastructure wherein 
people trade or exchange goods or services; it is a medium of exchange that allows 
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interaction between the buyers and sellers of the same product (Sullivan and Steven 2003. 
pp 28). Delivery of PHI by the insurance industry to the Indians can be seen as one such 
market where various providers/sellers of PHI trade their service/offerings to the buyers – 
the Indian population. 
 
The total production of goods and services in a country constitutes its economy. The GDP is 
a measure of Indian economy’s national income output (Sullivan and Steven 2003. pp 57, 
301). The GDP of any economy for that matter is dependent on three factors of production 
– Land, Labour & Capital.  
 
GDP = f (Capital x Land x Labour) 
  Where f = function (depends on) 
 
A market fails when it is unable to generate an efficient allocation of resources. It is a 
situation wherein the allocation of the factors of production or optimum use of such factors 
by the market is not efficient. 
 
2. Causes of Market Failure 
 
Given the above, it follows that the GDP will decrease if Labour decreases. One of the main 
reasons for decrease in Labour is sickness or ill health in the labour workforce.  
 
↓GDP = f (Capital x Land x ↓Labour) = Market Failure 
 
This is Market Failure because the GDP is suboptimal. As a nation, Indians are failing the 
Indian economy by not being able to maintain a healthy labour workforce. The health 
insurance sector can be held partly responsible as it is failing to engage with the Indian 
consumer and provide adequate PHI cover towards that cause. 
 
Let us see the effects of this market failure on the Indian economy. In 2005, India 
experienced the “highest loss in potentially productive years of life” worldwide (Reddy et al 
2005; Taylor 2010). Projected cumulative losses in national income for Indians due to non-
communicable disease mortality for 2006-2015 will be in the region of USD237 billion; by 
2030, this is expected to double to 17.9 million years lost – almost 1,000% greater than 
corresponding losses in the U.S. which has a population one third to that of India (Taylor 
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2010). NCDs, especially CVD, diabetes mellitus, cancer, stroke and chronic lung diseases 
are emerging as major public health problems in India. Needless to say, India is not 
oblivious to its effects, given the direct correlation of presence of NCDs in the Labour 
workforce and its detrimental effects on GDP due to sickness absenteeism. According to a 
recent study by ICRIER, companies lost nearly 14% of their annual productivity days due to 
sickness absenteeism (Chadha et al 2007). 
 
 
 
 
Figure 9. Projected foregone National Income (WHO Global Report, 2005). 
 
See figure 9 above. India stands to lose USD237 billion over a decade due to premature 
NCD deaths (WHO Global Report 2005). Reducing one health risk increases an employee’s 
productivity by 9% and decreases sickness absenteeism by 2% (Chadha et al 2007). 
 
A report by Marius (2011-1) cites several reasons for market failure and the operating 
losses that PHI organisations face as a result; lack of value creation, insurance fraud and 
information failure seem to be key themes. Let us look at them in some detail. 
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1. Lack of Value Creation: The reader now knows that the market of PHI in India is based 
predominantly on the concept of ‘Community Rating’. Every consumer is offered a range of 
standardised packages and insurance premiums are guided only by the consumer’s age and 
gender. As a result, consumers who share the same gender and age groups but are 
otherwise healthy (i.e. rarely access healthcare services through their PHI policies) end up 
paying same premiums as compared to consumers who suffer ill-health (i.e. frequently avail 
themselves of healthcare services through their PHI policies). This results in a higher rate of 
adverse selection - healthy consumers do not see any value in paying same premiums as 
other consumers (of the same gender and age) with higher probability of illness, who are 
therefore more likely to take up health insurance because their premium would have been 
much higher on an ‘Experience Rating’ plan. A low PHI coverage in India combined with a 
relatively high rate of adverse selection as explained above compounds the losses faced by 
insurers. The losses on health (the ratio of claims payout to premiums collected) faced by 
PHI providers are very high. Last year, the loss ratios for Oriental Insurance were 120% i.e. 
USD120 claims payout per USD100 premium collected (Sen & Mukherjee 2011). Rather 
than trying to achieve consumer value creation by moving to a more efficient ‘Experience 
Rating’ system of insurance provision, PHI providers pursue top line growth (focus on 
generation more sales) in an attempt to recover their losses. This causes a lack of 
consumer-provider engagement and a sub-optimal product portfolio. Claims management 
systems today are discouragingly lengthy and complex, adding to consumer ‘disvalue’.  
 
2. Fraud: Almost all PHI providers, as a rule, do not cover pre-existing illnesses from 
anywhere up to 2 – 4 years, some even longer. Also, the ‘no claims bonus’ earned by 
consumers over the years are not transferable when they change their PHI providers. PHI 
providers in India believe this will help in consumer retention but this has led to an increase 
in fraudulent behaviour from consumers. Fraud is another cause of market failure here. A 
lack of a robust management system especially at the time of enrolment of consumers on 
PHI policies leads to high claims payout. Rather than having an efficient enrolment process, 
none of the PHI providers in India today conduct any medical examinations for consumers 
below 45 yrs of age; some have an even higher age limit. A lack of medial examinations 
coupled with a PHI policy that excludes pre-existing illnesses up to 4 years seems to be a 
strong incentive for consumers to provide false and misleading information during the 
enrolment process. Consequentially, insurers try to counteract this fraud by rigorously 
screening claimants. This not only increases their operating costs but also earns them a bad 
reputation in the long run if they reject insurance claims. This pushes up annual premiums. 
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If insurers write contracts that are unlikely to result in any claims, shouldn't the premiums 
be a lot lower? Insurance rates are basically the sum of expected loss costs, expenses and a 
margin for profit. If no claims are expected, isn't the expected loss cost zero? (Sclafane 
2006). Insurance premiums are high not because of the way PHI contracts are written but 
because of the enrolment process which does not have a robust management support. High 
premiums, when not matched with service offerings decrease consumer value. 
 
3. Information Failure: When information is not freely available in the market, this causes 
some to have information advantages over others, resulting in inefficient outcomes and 
market failure. Information asymmetries between a consumer and an intermediary 
(principal-agent problems) can also create inefficiencies (Austin and Hungerford 2009). Two 
basic patters are recognised - adverse selection, where some have risk characteristics 
unknown to others; and moral hazard, which occurs when insurance status alters behaviour 
(Austin and Hungerford 2009). A classical example of age based adverse selection is seen in 
‘Community Rating’ type of health insurance premiums (Brown & Connelly, 2005). The 
healthy young are least likely to purchase PHI and the work done by Brown & Connelly 
(2005) reinforces the view that this is likely due to the existence of substantial cross-
subsidies from the healthy, younger insured to the less healthy, older insured population. 
This creates operating losses for the PHI provider in the Indian market where PHI coverage 
is already very low. 
 
A more general form of market failure was observed nearly five decades ago by Arrow 
(1963) when a large number of health risks were found to be uninsurable. Those diagnosed 
with chronic health conditions at a young age were exposed to high and unfair premiums or 
even possibly uninsurance. The fact that no health insurance market instruments exist to 
cover this is another example of market failure; guaranteed renewability provisions 
constitute one way to correct this source of market failure and improve social welfare 
(Brown & Connelly, 2005). 
 
Until now, the reader has seen that market failure in the PHI sector in India is a very real 
threat and continues to have a detrimental effect on the economy, besides creating 
operating losses for the PHI organisations. This can mainly be attributed to a general lack of 
consumer value, fraud and information failure within the market. What should one do to 
counteract this? What business strategy should one pursue to gain a competitive edge in 
this market? 
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SECTION II - Shifting Trends in Business Strategy 
 
Strategy & Strategic Management 
 
Businesses need robust strategies to be successful. This chapter looks at business strategies 
– what they were and how they evolved into what they are today. Taking its origins from 
the military, there are varied definitions of the term strategy. A few are quoted below. 
 
‘The determination of the basic-long term goals and objectives of an enterprise, and the 
adoption of courses of action and the allocation of resources necessary for carrying out 
those goals’ - Chandler 1962. 
 
‘Strategic management can be defined as the formulation, implementation, and evaluation 
of managerial actions that enhance the value of a business enterprise’ - Nag, Hambrick and 
Chen 2007; Teece 1990. 
 
‘What business strategy is all about is, in a word, competitive advantage’ - Ohmae 1991. 
 
Strategic management tries to address a central question - how to create a competitive 
advantage and be able to sustain it. Two definitions which reflect this are quoted below. 
 
‘The sole purpose of strategic planning is to enable a company gain, as efficiently as 
possible, a sustainable edge over its competitors’ - Ohmae 1991. 
 
‘The strategic management field can be conceptualized as one centered on problems 
relating to the creation and sustainability of competitive advantage, or the pursuit of rents’ - 
Nag and Chen 2007; Bowman and Thomas 2002. 
 
Porter’s Value Chain & Generic Strategies 
 
Michael E. Porter, widely recognized as the father of modern strategy, has this to say about 
competitive strategy – ‘Competitive strategy is about being different. It means deliberately 
choosing a different set of activities to deliver a unique mix of value’ - Porter 1996. 
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Porter (1985) argues that manufacturing (or service) organisations were a system, made up 
of subsystems with transformation processes or activities which were capable of converting 
inputs into outputs. This concept could be clearly visualized in production organisations 
where raw materials were converted into finished goods. The activity of conversion of raw 
materials into finished goods was not without utilization of resources – land, labour and 
capital. Each activity involved in the production of output added value to the finished 
output. The chain of such activities within organisations was called a value chain, one that 
determined costs and profits. An analysis of such a value chain of activities within the firm, 
according to Porter, would help organisations to gain a competitive advantage. 
 
Let us look at the value chain in some detail here and understand how it helps to achieve a 
competitive strategy. Most organisations will usually have multiple activities involved in the 
conversion of inputs to outputs, of raw materials to finished products. These activities can 
be categorized into two broad sets, primary – which are directly related to the production 
process and support activities – which are necessary but not directly related to the actual 
production process. See Figure 10.  
 
 
 
Figure 10. Porter’s (1985) Value Chain. 
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I - Primary activities: 
 
1. Inbound logistics: raw material handling – receiving, storage, inventory control and 
transportation 
2. Operations: operating machines, product assembly, packaging and maintenance 
3. Outbound logistics: processing orders, stock control, transporting and distribution 
4. Marketing and sales: advertising, pricing, selling 
5. Service: product installation, servicing and spares 
  
II - Support activities: 
 
6. Procurement: purchasing raw materials, lease properties, supplier contract negotiations. 
7. Technology development: research & development, IT, product and process development  
8. Human resource management: recruitment, education, promotion, reward systems 
9. Firm infrastructure: general management, planning, finance, legal, investor relations 
 
The value chain model, as laid out by Porter (1985), became a useful tool aimed at 
determining a firm's core competencies and the activities by which it could pursue a 
competitive advantage. There are only two basic types of competitive advantage a firm can 
possess: 
 
1. Low Costs: by better understanding and minimising costs associated with value-adding 
activities. 
2. Differentiation: by focusing on and performing activities better or different from 
competitors. 
 
This, combined with the ‘scope’ of a firm i.e. the range of market segments targeted, 
whether broad or narrow, produce three generic strategies for achieving a competitive 
advantage. They are low cost, differentiation or niche (Porter, 1985). See Figure 11. 
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Figure 11. Porter’s Generic Strategies.  
 
Besides Porter’s generic strategies, other similar models of strategies were proposed. Treacy 
& Wiersema (1995) proposed a model based on strategy content and outcomes - 
operational excellence, product leadership, and consumer intimacy. Observing and 
describing process differences amongst organisations led Miles and Snow (1978) to propose 
a strategic model based on the defender, prospector, and analyzer organisations. 
 
Porter held strong views against organisations trying to pursue more than one strategy at 
any given time and even went further to explain how doing that would cause the 
organisations to become ‘stuck in the middle’. Becoming stuck in the middle was seen as a 
reflection of an organisation’s unwillingness to make a choice on strategic intent. If 
organisations tried to gain a competitive advantage through all possible means and achieve 
none, this was because achieving different types of competitive advantage usually required 
inconsistent actions’ (Porter 1985).  A literature review on whether organisations should 
pursue one or more generic strategies at any given time did find that ‘purity’ in choice of 
generic strategy did appear to pay. Thornhill & White (2007) argued that some variations in 
strategic purity and performance relationship were observed across four major industry 
sectors: manufacturing, construction, retail, and business services; but in all instances pure 
strategies never did less well, and often did better than hybrid strategies. Most, but not all 
theorists favour purity (Miller 1992; Thornhill & White 2007). Doing one set of things 
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precludes doing another (Jones and Butler, 1988; Treacy & Wiersema, 1995; Porter, 1996). 
A hybrid strategy was seen as vulnerable to attack by competitors on either flank with purer 
strategies (Chew 2000; Treacy & Wiersema, 1995). Still, hybrid strategies are commonly 
pursued and occupy a heavily contested or crowded region of strategic space—a situation 
unlikely to result in high performance (Reitsperger et al., 1993). Hybrid strategies are 
usually more complex, setting priorities become difficult and there is often confusion and 
loss of direction (March 1991; Treacy & Wiersema 1995; Thornhill & White 2007). At the 
end of the day, hybrid strategies could prove to be costly due to difficult-to-manage matrix 
like structures (Miles & Snow, 1978). 
 
Although Porter’s generic strategies model has been widely accepted and followed, it has 
had its own share of critics. Over the years, the world of business has evolved and 
organisations are forever trying to refine their strategies in an attempt to remain 
competitive. Look at the case of the service sector for example where inbound or outbound 
logistics are not really finite in terms of their existence. Also, production and consumption of 
services occur simultaneously and not in isolation. Many thinkers believe that Porter’s value 
chain does not reflect the value-creation logic of service organisations in its entirety. Porter 
(1996) himself rejects positioning - once the heart of strategy - as too static for today’s 
dynamic markets and changing technologies as rivals can quickly copy any market position 
and competitive advantage will be, at best, temporary (Porter 1996).  
 
Strategic positions can be based on consumer’s needs, consumer’s accessibility or the 
variety of a company’s products or services (Porter 1996). Woodruff (1997) argued that the 
next major source for competitive advantage would come from more outward orientation 
towards consumers, as indicated by the many calls for organisations to compete on superior 
consumer value delivery. A meta-analysis by Campbell-Hunt (2000) concluded that 
although cost and differentiation do act as high-level discriminators of competitive strategy 
designs, the paradigm’s descriptions of competitive strategy should be enhanced.  
 
One still had to answer two key questions before deciding upon strategic choices: 
1. Are we in an attractive market? (One where an average player will make an economic 
profit) 
2. Have we got a competitive advantage? 
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Slowly but surely, the business world started to move away from the goods-dominant (G-D) 
logic to a service-dominant logic to gain and sustain competitive advantage. 
 
Service-Dominants (S-D) Logic 
 
S-D Logic is a concept used to understand the basis of economic exchange and value 
creation. It is an alternative (to the G-D Logic) to get to grips with understanding the 
relationship between organisations and consumers in market and the society as a whole. 
The main principle of S-D Logic is that services, rather than goods, provide value; value is 
not merely embedded in goods but in their utilisation. This service centred approach argues 
that all organisations are service organisations and service is exchanged for service in 
markets. It even goes further to propose that all society is service based. Firms that believe 
in the S-D Logic do not market to consumers but instead market with consumers to create 
value. S-D logic embraces concepts of the value-in-use and co-creation of value rather than 
the value-in-exchange and embedded-value concepts of G-D logic (Lusch 2006). ‘A 
maintainable advantage usually derives from outstanding depth in selected human skills, 
logistics capabilities, knowledge bases, or other service strengths that competitors cannot 
reproduce and that lead to greater demonstrable value for the consumer’ (Quinn et al 1990; 
Vargo & Lusch 2004). Effective competing through service has to do with the entire 
organisation viewing and approaching both itself and the market with a service-dominant 
(S-D) logic (Vargo & Lusch 2004; Lusch et al 2007). Physical facilities, including a seemingly 
superior product, seldom provide a sustainable competitive edge (Quinn et al 1990; Vargo & 
Lusch 2004). 
 
The more traditional G-D logic did recognise the concept of competing through services but 
viewed services as either aids to production of goods (Converse 1921, p. vi; Fisk et al. 
1993), value-added activities (Dixon 1990) - things done to and in conjunction with 
products, or a particular type (intangible) of product (Lusch et al 2007). It gave huge 
importance to units of output or finished products. On the other hand, S-D logic stressed 
that finished products were tangible resources which had to be acted upon to be useful. S-D 
logic reverses the role of goods and service by making service superordinant to goods 
(Lusch et al 2007). This shift from the goods-centred G-D logic of economic exchange to a 
more service-focussed S-D logic has compelled organisations to rethink their approach to 
competing through value creation. 
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Value should reflect from an organisation’s ability to act in a manner that benefits the 
consumer. Consumers assess the overall value of a product on the perceptions of what is 
given and what is received (Bowman & Ambrosini 2000; Zeithaml 1991). By and large, 
people spend their money on what they expect will give them most satisfaction (Bach et al 
1987; Bowman & Ambrosini 2000). Competition in SD logic is therefore a matter of 
knowledge creation and application; about comparative advantage in service provision 
(Lusch et al 2007). Haeckel (1999) observes successful organisations moving from 
practicing a “make-and-sell” strategy to a “sense-and-respond” strategy (Vargo & Lusch 
2004). Sustainable competitive advantage in today’s competitive market is dependant on a 
firm’s ability to deliver quality services that result in satisfied consumers (Hu et al 2009, 
Shemwell & Bilgin 1998). Value is subjective and always ultimately determined by the 
consumer, who in turn is always a co-creator of the value (Lusch et al 2007). 
 
Consumer as Co-creator of Value 
 
Prahalad and Ramaswamy (2000) noted that the market had become a venue for proactive 
consumer involvement. They argued for co-opting consumer involvement in the value-
creation process. See Table 9. 
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Table 9. The Evolution & Transformation of Consumers (Prahalad & Ramaswamy 2000) 
 
The above table looks at the recent four decades of evolving consumer participation. Until 
the 1990s, consumers were seen as passive buyers who had a fixed role of consumption. 
The competitive focus did shift from targeting groups of consumers to individual consumers 
which then translated into cultivation of long-term bonds with consumers. It was not until 
after 2000 that consumers ware seen as co-creators of value. Firms realised that they could 
not act without consumer participation and deliver products or even services without any 
consumer involvement at all. Armed with new tools and dissatisfied with available choices, 
consumers wanted to interact with organisations and thereby co-create value; the co-
creation experience of the consumer becomes the very basis of value (Prahalad & 
Ramaswamy 2004). Prahalad and Ramaswamy (2004) even described a new frame of 
reference for value creation. Organisations that adopted this approach made the consumer 
central to the co-creation experience, creating a personalised experience for that individual. 
See figure 12. 
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Figure 12. The New Frame of Reference for Value creation (Prahalad and Ramaswamy 
2004). 
 
S-D Logic has made strategy scholars re-evaluate the concept of value being embedded in 
tangible goods and thereby rethink the value-creation process. Some writers have even 
gone on further to add that there is no value in unsold products as value comes from their 
use, not from their existence. Gummesson (1998) argues if the consumer is the focal point 
of marketing, value creation is only possible when goods or services are consumed; unsold 
goods have no value (Vargo & Lusch 2004). On a similar note, Gronroos (2000) proposes 
that value for consumers is created throughout the relationship by the consumer, partly in 
interactions between the consumer and the supplier or service provider (Vargo & Lusch 
2004).  
 
The focus is not on products anymore but on the consumers’ value-creating process where 
value is created by them, for them. The focus of strategy is value creation rather than value 
distribution. Organisations can only offer value propositions; the consumer must determine 
value and participate in creating it (Vargo & Lusch 2004). To be successful in co-creating 
value, organisations must focus on a new set of building blocks, namely in-depth dialogue 
- 37 - 
with consumers, transparency, new kinds of access to information freedom to exchange 
information and to assess and share risks (Abraham 2004). 
 
Vargo and Lusch (2006) proposed eight Foundational Premises as an attempt to present the 
patchwork of the emerging dominant logic then. Their sixth FP stated ‘The consumer is 
always a co-creator of value’. Involving consumers to co-create value is an important 
strategy for businesses competing to satisfy personalized demands and to gain competitive 
advantages (Zhang & Chen 2008). Consumers can play important roles in different types of 
value creation activities - in product ideation (i.e., generation of innovative product 
improvement or new product ideas), product design and development, product testing, 
product support, product marketing and the diffusion of new products and services 
(Nambisan & Nambisan 2009; Nambisan 2002; Lengnick-Hall 1996). This holds true for 
both products and services as well (Nambisan & Nambisan, 2009; Bendapudi & Leone 
2003). 
 
Although relatively new, co-creation of value seems to be an often written about topic over 
the last decade. It is worthwhile to note, however, a relative lack of research in the opposite 
possibility - value co-destruction. I did find a study by Plé & Caceres (2010) which argues 
that value co-destruction as a new concept should be introduced within the framework of S-
D logic. Value is thought to be co-destroyed through interactions between different systems, 
resulting in value destruction-through-misuse. It occurs when a service system accidentally 
or intentionally misuses resources (its own resources and/or those of another service 
system) by acting in an inappropriate or unexpected manner (Plé & Caceres 2010). 
 
From the above, it can be concluded that the current literature for competitive strategy is 
clearly in favour of consumer value co-creation using an S-D Logic approach.  
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SECTION III - Construct of Consumer Value 
 
What is consumer value? How does consumer value co-creation actually happen? How do 
organisations go about the process of value co-creation? What facilitates this process of 
consumer value co-creation? Is there a model of consumer value co-creation? Let us start 
by looking at the DART model (Prahalad and Ramaswamy 2004) which lays down the very 
building blocks of co-creation and helps us understands the practicalities of value co-
creation. 
 
DART Model 
 
Prahalad and Ramaswamy (2004) explain that as the consumer-company interaction 
becomes the locus of value creation, there arises a need to understand the process of co-
creation through its key building blocks: Dialogue, Access, Risk assessment, and 
Transparency - the DART model of value co-creation.  
 
1. Dialogue 
Dialogue, an interactive process of learning together (Ballantyne 2004 & Ballantyne 2006) is 
more than just passively listening to consumers. Dialogue means engaging and interacting 
with a view to act, it implies a two-way communication between two equals. Prahalad and 
Ramaswamy (2004) assert that dialogue creates and maintains a loyal community. 
Kowalkowski (2011) presents a conceptual analysis of the determinants of value emphasis 
in value propositions from the S-D perspective and finds that the ability to communicate a 
firm’s value propositions strategically and effectively is a new area for the development of 
competence at the core of competitive advantage. Communication and dialogue are means 
by which the provider not only has knowledge of each consumer’s purchasing processes and 
the mindsets of the evaluators in its buying centres, but also informs them of the potential 
benefits of each service offering (Kowalkowski 2011; Ballantyne & Varey, 2006). Without 
receiving the trust of another, and being trustworthy, dialogue comes to an end (Ballantyne 
and Varey, 2006). 
 
2. Access 
Access, another building block of the DART model, begins with information and tools 
(Prahalad & Ramaswamy 2004). Organisations can increase their access to consumers by 
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providing them the necessary tools and equip them with information to make rational 
choices about their product/service offerings, thereby enhancing consumer value. Take for 
example the case of supermarkets such as Tesco and Asda in the UK who provide 
consumers with information on competitor pricing on almost all their offerings. Results of a 
laboratory experiment demonstrate the possibility that an organisation’s act of providing 
access to uncensored competitor price information may result in enhanced long-term 
preference for that organisation, especially if the latter’s prices are neither clearly superior 
nor obviously inferior to those of its competitors (Trifts & Häubl 2003). Another experiment 
found that providing access to competitor information enhances both perceived 
trustworthiness and consumer preference for the organisation, and that these effects 
increase in magnitude as ambiguity increases and as the cost of search rises (Hoffman 
2004). 
 
3. Risk assessment 
Prahalad and Ramaswamy (2004) explain risk as the probability of harm to the consumer. 
They add a further ethical dimension to consumer value co-creation by asking if consumers 
are active co-creators, should they really shoulder responsibility for risks in the value co-
creation processes as well. Organisations may choose to shy away from a robust risk 
assessment of value co-creation processes sighting informed consent as an excuse, but this 
may not be without any detrimental effect to their reputation in the long-term. Especially in 
the PHI sector, if consumers are to shoulder the responsibility of risk assessment in the 
value co-creation experience, this may undermine their perceived value of the offerings 
which they may not immediately realise. Consumer participation in co-creation of value will 
only increase in the future as will consumer knowledge. This will translate into consumers 
insisting that organisations keep them fully informed at all times and of any risks associated 
with service offerings. Organisations should consider providing not just data but appropriate 
methodologies for assessing the personal and societal risk associated with products and 
services (Prahalad & Ramaswamy 2004). 
 
4. Transparency 
Transparency is something that many organisations have shied away from in the past 
fearing repercussions on their profits; some of them may have even benefited temporarily 
from blocking information flow to their consumers. Literature reviewed confirms that this 
was a passing phase and things are rapidly changing in favour of the consumer. 
Organisations can no longer maintain an opaqueness of prices, associated costs or even 
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their profit margins for that matter and still expect to gain trust from its consumers. In this 
era of internet and technological advances that are forever breakings barriers to information 
flow, organisations have to keep up by creating new levels of transparency. 
 
Knopf (2006) argues that consumers really have no choice but to learn how to make 
healthcare purchasing decisions based upon their economics, health status, life-stage and 
their perception of quality; however, for consumers to play a meaningful role in their 
healthcare, they must be able to easily receive and understand information and most 
importantly, act upon it. Sharma (2011) proposes that transparency is the cornerstone of 
trust; transparency of information, processes and methodologies, as well as how a business 
operates without conflicts, is essential in fostering accountability and bringing back the trust 
on which markets depend. Transparency facilitates collaborative dialogue with consumers 
(Prahalad & Ramaswamy 2004). Only through transparency can true consumer-directed 
care flourish (Knopf 2006). 
 
Encounters Facilitate Value Co-creation 
 
We now know that dialogue, access, risk assessment and transparency are the building 
blocks of value co-creation. How does one go about facilitating value co-creation? Recently 
published literature around the topic seems to suggest that encounters help organisations to 
facilitate value co-creation. Specifically, three broad forms of encounter - communication, 
usage and service, help facilitate value co-creation (Kuo et al 2011; Payne et al 2008). 
 
1. Communication encounters – such as advertising activities which are carried out so as to 
reach out to consumers and promote service offerings. This could either be online or offline. 
Offline is usually through usage of print media such as newspapers, manuals, handouts and 
brochures. Online communication encounters have the potential to reach to far greater 
numbers through social media, partner sites and even the organisation’s own website. 
 
2. Usage encounters – These occur when consumers use a product/service which has a 
potential to enhance consumer experience of the service/product. Using online health-risk 
calculators, internet banking or even booking tickets online for cinemas and travel are 
common examples that come to mind. 
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3. Service encounters – These are usually ‘after-sale’ encounters that comprise consumer 
interactions with consumer services or service applications. Call centers, consumer care 
centers that handle complaints, service call-outs or even claims management centers are 
some examples of service encounters.  
 
Managing value co-creating processes includes setting goals for both consumer and 
supplier, and evaluating whether current encounters are achieving these goals (Payne et al 
2008). Prahalad and Ramaswamy (2000) propose that as a bare minimum, managers must 
come to grips with four fundamental realities in harnessing consumer competence – these 
are being able to engage their consumers in an active, explicit and ongoing dialogue; 
mobilize communities of consumers, manage consumer diversity and co-create personalised 
experience with consumers.  
 
Models of Consumer Value Co-creation in Healthcare 
 
The reader is now acquainted with the building blocks of value co-creation and encounters 
that facilitate the process. Based on this, let us now look at a model of consumer value co-
creation in healthcare.  
 
A recent article by Norvax (2008) concluded that more and more American consumers were 
switching from employer based health insurance to PHI, and they are doing so online. 
Online communities have become commonplace today where consumers actively share 
information. Healthcare consumers have Online Health Communities (OHCs) where 
knowledge is created and shared. Healthcare Organisations (HCOs) are increasingly 
involving themselves with OHCs in an attempt to facilitate encounters with consumers. 
Nambisan & Nambisan (2009) have provided a theoretical framework for one such model of 
consumer value co-creation wherein they have looked at OHCs as a platform for consumer 
engagement with healthcare organisations. Just as Porter’s generic strategies model is 
based on two types of competitive advantage firms can pursue, similarly this model by 
Nambisan & Nambisan (2009) is based on two fundamental dimensions: the nature of 
leadership of the OHC and the nature of knowledge activity facilitated by the OHC. 
 
Of particular interest is the suggestion that the nature of leadership of the value co-creation 
platform is likely to influence the nature of outcomes (Nambisan & Sawhney, 2007; 
Sawhney & Prandelli, 2000). OHC leadership can take two broad forms depending on 
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whether the value co-creation activities are initiated and led by the HCOs or the consumers. 
Knowledge activities can take place either when new knowledge is created or existing 
knowledge is shared. On the basis of the above two dimensions, four alternate models of 
consumer value co-creation in healthcare are identified: partnership, open-source, support-
group and the diffusion model. See figure 13.  
 
 
 
Figure 13. Models of consumer value co-creation in healthcare (Nambisan & Nambisan, 
2009).  
 
Some key outcomes and critical success factors are enumerated in table 10 on the following 
page by Nambisan & Nambisan (2009). 
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Table 10. Four models of consumer value co-creation in healthcare (Nambisan & Nambisan, 
2009). 
 
Why should organisations invest resources in co-creating value for the consumer? An 
empirical study found that delivering high quality service and creating superior consumer 
value can result in achieving high consumer satisfaction, thus effecting the firm’s corporate 
image, and ultimately leading to consumer retention (Hu et al 2009). 
 
Value of Health Insurance – The Access Motive 
 
Until now, the literature I have reviewed looks at organisations and strategies they could 
pursue to gain and sustain a competitive edge. PHI organisations may embrace S-D Logic 
and the concept of consumer value co-creation but what motives do consumers have to 
take up health insurance. Why do consumers take up health insurance and what is the basis 
of their decision? 
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PHI can either be bought through the open market or provided by the consumer’s employer. 
A recent report of The Commonwealth Fund published in September 2006 showed that 
people who turn to the individual insurance market discovered that coverage is 
unaffordable. Nearly 9 of 10 who seek PHI never buy a plan (The Commonwealth Fund, 
2006). Employers may choose to hold back part of an employee’s salary each month to go 
towards PHI premiums. Reducing employee contributions will increase take-up rates; 
however, even when employees pay nothing for their coverage, some employees elect not 
to enrol (Cooper and Vistnes, 2003). 
 
A common reason for consumers to purchase PHI could very well be to avoid the risk of 
financial losses associated with ill health. This response is based on expected utility theory 
and the understanding that consumers generally prefer certainty to risk (Von Neumann & 
Morgenstern 1944 in Nyman 1999; Friedman & Savage 1948 in Nyman 1999). Nyman 
(1999) argues that health insurance is also demanded because it represents a mechanism 
for gaining access to healthcare that would otherwise be unaffordable; the value of 
insurance for coverage of unaffordable care is derived from the value of the medical care 
that insurance makes accessible. Nyman (1999) even goes further to state that the 
magnitude of the access value may far exceed the value of insurance for financial risk-
bearing. It is this access value that I have looked at and given attention to whilst designing 
the study questionnaire. 
 
Intention to buy PHI was not dictated only by risk avoidance behaviour or access motive 
alone; it also varied across geographic locations. Urban consumer’s decision to choose 
healthcare providers were found to be sensitive to the monetary cost of medical care as 
measured by medical fees but they were not sensitive to distance; consumers in rural areas 
were sensitive to the non-medical component cost of care as measured by travel distance 
but they were not sensitive to medical fees (Erlyana et al 2011). 
 
An analysis by Levy and Thomas (2008) also showed that there were measurable 
differences in spending between insured and uninsured households on essentials items such 
as food and housing. Their analysis concluded that uninsured households, on average, 
spend more on housing, food, alcohol, and tobacco compared to insured households. This 
finding also raises the possibility that the uninsured consumer may lack PHI partly due to 
the fact that they faced higher prices for basic needs (Levy and Thomas 2008). 
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Trust 
 
An article by Schneider (2004) reviewed the socio-economic literature on theories of 
decision-making and presents empirical findings from different socio-economic contexts to 
describe individuals’ insurance enrolment decisions in a low-income environment. The 
theory of Social Capital put forward in that article suggests that the consumer’s decision to 
purchase insurance is based on maximizing utility and will only happen when the consumer 
has trust or confidence in the insurance system whereas mistrust in the insurance system 
will lead to a decline of insurance. See table 11.  
 
 
 
Table 11. Theories of decision-making applied to the health insurance context (Schneider 
2004) 
 
Trust has been defined as the expectation that arises amongst citizens of regular, honest 
and cooperative behaviour, based on commonly shared ethical norms and values, including 
reliability, loyalty and solidarity (Fukuyama 1995; Schneider 2004). The degree of trust 
between the organisation and the consumer is directly influenced by service quality and 
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bonding strategies, which in turn influences commitment to the organisation (Gounaris, 
S.P., 2005). 
 
Winning the consumer’s trust and commitment is great but what happens when the 
consumer feels betrayed. Betrayal is seen as a key motivational drive that could explain 
why the consumer not only retaliates but also persistently demands reparation after a poor 
recovery. In a recent research by Grégoire and Fisher (2008), it was suggested that 
betrayal constitutes the only antecedent that is associated with a greater emphasis upon 
engaging in both fairness restoration mechanisms - when consumers believe that they have 
been betrayed, they urgently try to restore fairness by all possible means.  
 
Consumer Value 
 
Literature cited until now suggests that whilst consumer disvalue is a major cause of market 
failure, co-creation of consumer value can form the very basis of a successful business 
strategy and competitive advantage. There is no one value proposition to encompass the 
entire definition of consumer value. Within the context of PHI, some consumers may 
appreciate the value proposition of a PHI policy without any exclusion for pre-existing 
illnesses whereas other consumers may find the value proposition of a PHI policy that allows 
flexibility in premiums more attractive. Some consumers may want their PHI providers to 
provide a policy document that is not confusing but simple to understand, whereas other 
may expect additional offerings like wellness and disease prevention programmes as value 
propositions in their PHI policy. Consumer value can thus be seen as a spectrum of offerings 
that collectively add value in a product/service. The point I am trying to make here is this – 
Consumer value is not what the product/service offers, it is what the consumers may want 
to select from a product/service offering, and have the flexibility to pay accordingly – that is 
consumer value. 
 
 
 
To summarise, PHI providers today do not seem to be providing value to the 
consumer, which coupled with fraud and information failure leads to market 
failure. Co-creation of consumer value seems to be the new mantra for 
strategic leadership and competitive advantage in today’s service-dominant 
logic era. 
- 47 - 
CHAPTER FOUR: METHODOLOGY 
 
This chapter is written with a view to weave together the fundamentals upon 
which this research was conducted. The path that this research takes is laid 
out before the reader in this chapter which starts by exploring the research 
problem and objective. Research design methods are then selected based on 
the proposed hypotheses. Attention has been given to issues around research 
tools and data collection before finally presenting arguments in support of 
chosen data analysis methods.  
 
Introduction to Market Research 
 
ICC/ESOMAR (2007) define market research as ‘The systematic gathering and interpretation 
of information about individuals or organizations using the statistical and analytical methods 
and techniques of the applied social sciences to gain insight or support decision making’ 
(Mooi & Sarstedt 2011). 
 
Any market research should help organisations in increasing their performance by providing 
answers to specific questions which may be themed around identifying market 
opportunities, measuring consumer satisfaction or even assessing market shares (Mooi & 
Sarstedt 2011). 
 
Research problem 
 
The first step of my research was to identify the research problem. The reader is now aware 
of a broader, rather more generalized problem of ‘market failure in the PHI sector in India’. 
Also worth noting is the market opportunity and potential for growth in this sector. Until 
now, my literature search has highlighted the shifting trends in strategic pursuit of service 
organisations – from a G-D Logic to S-D Logic with focus on consumer value co-creation. 
Literature discussed in the previous chapter has also shown that consumers look for value in 
service offerings and their degree of trust/confidence in an insurance provider is an 
essential predictor of purchase of insurance. Till date, there is no published literature 
specific to the PHI sector in India that categorically establishes a positive correlation 
between consumer value and consumer confidence. My research problem was to try to 
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explore this; on the basis of which to propose a strategy that PHI organisations could 
embrace in order to gain a competitive edge in the PHI market.  
 
Research Objective 
 
With the help of my research, I had to evaluate whether a strategy of consumer value co-
creation could pave the way for success; this in a line, is the research objective. To further 
breakdown my research objectives: 
 
1. Identify whether consumer confidence in a service provider/organisation depends on 
value as perceived by the consumer. 
 
2. Establish whether any such relationship between consumer confidence and value was a 
positive or a negative one. 
 
3. Investigate the extent or the strength of any such relationship between consumer 
confidence and value. 
 
4. Propose, if appropriate, a strategy that organisations could embark upon to gain a 
competitive advantage 
 
Research Hypothesis 
 
Let me lay out the research hypothesis next. A hypothesis is an unproven statement or 
proposition about a factor or phenomenon that is of interest to the researcher; it may be a 
tentative statement about relationships between two or more variables (Malhotra & Birks 
2006 p47). Proposing a hypothesis requires formulating a null hypothesis H0 and an 
alternative hypothesis H1. Malhotra & Birks (2006) explain that the null hypothesis is 
essentially a statement of the status quo i.e. of no difference or no effect. Therefore it goes 
to say that if the null hypothesis is not rejected, no changes will be made. An alternative 
hypothesis, on the other hand is one in which some effect is expected; the alternative 
hypothesis is opposite of the null hypothesis and represents the conclusion for which 
evidence is usually sought. Generally, if there is a hypothesis, there is a specific question 
(Beall 2010 p8).  
 
- 49 - 
Based on my research objectives, I propose the following hypotheses: 
 
Null Hypothesis: H0 - There is no relationship between perceived consumer value and 
consumer confidence 
  
Alternative Hypothesis: H1a - There is a direct positive relationship between perceived 
consumer value and consumer confidence 
  
Alternative hypothesis: H1b - There is a direct negative relationship between perceived 
consumer value and consumer confidence 
 
Perceived consumer value above is reflected by the collective effect of ten value proposition 
items in the questionnaire. To investigate whether any of these ten value proposition items 
(individually and independently) had any relationship with overall consumer confidence, 
following additional hypotheses are proposed: 
 
Null Hypothesis: HV1 - Providing a PHI policy which has no exclusions for pre-existing 
illnesses has no relationship to overall consumer confidence 
 
Null Hypothesis: HV2 - Consumer willingness to pay more for a PHI policy which has no 
exclusions for pre-existing illnesses has no relationship to overall consumer confidence 
 
Null Hypothesis: HV3 - Providing a PHI policy document wherein the policy wording is not 
confusing has no relationship to overall consumer confidence 
 
Null Hypothesis: HV4 - Continuing with the same PHI provider every year has no relationship 
to overall consumer confidence 
 
Null Hypothesis: HV5 - Providing flexibility in annual premiums has no relationship to overall 
consumer confidence 
 
Null Hypothesis: HV6 - Never refusing PHI policy cover to anyone has no relationship to 
overall consumer confidence 
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Null Hypothesis: HV7 - The process of being able to make a claim on your PHI has no 
relationship to consumer confidence 
 
Null Hypothesis: HV8 - Participants not knowing of anyone who has ever been refused a 
claim on their PHI policy has no relationship to overall consumer confidence 
 
Null Hypothesis: HV9 - Claimant being confident about the likelihood of a payout on a claim 
on their PHI policy has no relationship to overall consumer confidence 
 
Null Hypothesis: HV10 - Providing additional facilities like packages for hospital treatments, 
wellness and disease prevention programmes has no relationship to overall consumer 
confidence 
 
Research Design 
 
The next logical step forward would be to select a suitable research design. Fundamentally, 
there are two types – Qualitative and Quantitative (Beall 2010 p12). Qualitative research 
methods are adopted when there is very scanty literature on the topic and the purpose of 
research is exploratory in nature. This is more suitable when further exploring certain issues 
which may lead to better understand thoughts and behavioural patterns. Quantitative 
research is preferred when there is already an existing qualitative literature on the topic. 
This can occur where there is a general understanding about thoughts and behavioural 
patterns and there is a felt need to actually measure, quantify and analyse them further. 
 
Mooi & Sarstedt (2011) propose three types of research designs and compare them to a 
funnel. See figure 14. As one moves from ambiguous problems to clearly defined problems, 
the framework for design shifts from one that is exploratory in nature to a more causal 
research design. My research problem was to identify, investigate and establish a 
correlation between two variables – consumer confidence and consumer value. Note 
correlation does not mean causation and is better studied with a descriptive research 
design.  
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Figure 14. Relationship between marketing problem and research design (Mooi & Sarstedt 
2011). 
 
Descriptive studies could either be conducted by surveying a sample population at any one 
point in time or by conducting repeated surveys over a period of time; known as either a 
cross-sectional or a longitudinal study respectively. Both have their benefits. A cross-
sectional study provides one with a snapshot at any given time of any correlations with 
variables of interest for the research problem.  Longitudinal studies on the other hand are 
vital to demonstrate trends in correlations with variables over time and are understandably 
more difficult and expensive to conduct. 
 
For the purpose of my research, the method chosen is therefore a cross-sectional type of 
descriptive study which is relatively easier to perform within the given time and financial 
constraints.  
 
Data Collection 
 
Having formulated the research hypothesis and decided upon the research design, the next 
task was to think about data and issues thereof, namely data collection, research tools, 
validity, reliability and ethics around the same.  
 
Data collection could have been either primary – collected by the researcher for specific 
purpose, or secondary – previously collected by others but used for this research (Mooi & 
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Sarstedt 2011). Using secondary data was not an option here as it would not answer my 
research; besides there was no previous research carried out to test my hypotheses within 
the PHI sector in India. Data that this study sought was quantitative primary data, which is 
gathered mostly through surveys. To ensure comparability of the data, speedy, accurate 
recording and to facilitate data processing, a questionnaire was used. Questionnaire is a 
structured technique for data collection consisting of a series of questions, written or verbal, 
that a respondent answers (Malhotra & Birks 2006 p326). Focus groups can unduly 
influence research participants (Beall 2010 p2) but using questionnaires can circumvent that 
effect. 
 
Research Tool/Instrument 
 
Malhotra & Birks (2006 p326) argue that any questionnaire has to serve three specific 
objectives - it must translate the information needed into a specific set of questions that the 
respondents can and will answer; it must uplift, motivate and encourage the respondent to 
cooperate, become involved and complete the interview; and finally, it should minimise 
response error. If there is one thing that can make the difference between excellent and 
poor market research, it’s the nature of the question that is being asked; the best projects 
tend to be ones in which a very specific question with strategic significance for an 
organisation is answered (Beall 2010 p5). Malhotra & Birks (2006 p346) proposed a 10-step 
approach to designing the questionnaire which I followed for this study. 
 
Step 1: Specify the Information Needed 
It was ensured that all relevant demographic information was collected through the 
questionnaire. Participants would be approached to volunteer information about their PHI 
offerings or their reasons for not opting for one. 
 
Step 2: Specify the Type of Interviewing Method 
This study was going to be conducted by designated individuals at various locations across 
Mumbai. Participants would initially be told about the research and those agreeing to 
participate would be handed a consent form along with the questionnaire which they could 
complete straightaway or over the next few days.  
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Step 3: Determine the Content of Individual Questions 
Only necessary questions were laid out in the study. Two questions had to be re-written 
after the test pilot either because they seemed confusing at first or seemed to address more 
than one issue at a time. Great care was taken to avoid multicollinearity, a phenomenon 
explained in detail in the next chapter. 
 
Step 4: Overcome the Respondent’s Inability and Unwillingness to Answer 
A consent form provided along with the questionnaire declared the voluntary and 
confidential nature of this research right at the very beginning. All participants were given 
the opportunity to clarify their queries and a choice to withdraw from the survey at any 
stage of the process. Certain questions were made to look less intrusive – participants were 
asked to tick their age and income categories rather than specify actual figures. Sensitive 
issues related to PHI policy offerings and enquiring into reasons for not opting for a PHI 
policy were placed in the second half of the questionnaire.  
 
Step 5: Choose Question Structure 
The Likert scale, a psychometric scale, is the most widely used scale in survey research 
questionnaires. Research participants indicate their level of agreement or disagreement on a 
1-5 like-dislike scale for questions put forward to them. Although this scale reflects the 
participant’s intensity of like-dislike for issues queried, it would serve little purpose in my 
study which was looking at perceived confidence level of participants in their PHI providers 
and compare that to actual value offerings that the participants had paid for whilst 
purchasing PHI from their providers. 
Instead, I chose a 2-point scale (also known as dichotomous or a Yes-No scale) for 
individual value components and a 10-point overall satisfaction scale for perceived 
confidence level. My decision was based on an article by Wittink & Bayer (1994) which 
found that a consumer satisfaction measurement system based on a 10-point overall 
satisfaction scale and 2-point scales for individual components is superior to a system that 
uses 5-point scales for overall satisfaction and individual components. They found that the 
10-point scale required a smaller sample size for a given amount of reliability and power 
and left more room for improvement. Another advantage, they argued, was not due to 
artificial differences created by the number of scale values; rather, it appeared that if a 5-
point scale was used for all components, respondents were inclined to create similarities in 
their responses across the components which contributed to multicollinearity (Wittink & 
Bayer 1994; Allen & Rao 2000). 
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Step 6: Choose Question Wording 
Simple language was used and jargon was avoided. Double negatives were consciously 
excluded purely to avoid confusion.  
 
Step 7: Arrange the Questions in the Proper Order 
General questions about demographics were followed by more specific questions about PHI. 
A logical order and clear direction was maintained throughout. 
 
Step 8: Identify the Form and Layout 
The questionnaire was spread across two pages, using only one side per page. The first 
page was about basic demographic and socio-economic information. The second page 
enquired about PHI and was split into two sections, one for participants who had PHI and 
the other for those who didn’t. 
 
Step 9: Reproduce the Questionnaire 
The questionnaire looked formal and was formatted appropriately; ensuring content was 
easily visible and free of errors.  
 
Step 10: Eliminate Problems by Pilot-testing 
Pilot-testing was carried out on the designated individuals who would further distribute the 
questionnaires in their environment. Those subjected to pilot-testing included a 
pharmaceutical consultant, a CEO at a medical insurance company and the Chief Researcher 
of the Indian Orthopaedic Research Group. Feedback helped improve certain aspects 
especially wording, sequencing and layout. A modified version was re-tested before deciding 
upon the content and layout of the final questionnaire. 
 
Validity & Reliability 
 
Validity refers to whether we are measuring what we want to measure and can be assessed 
by examining content validity, criterion validity or construct validity (Mooi & Sarstedt 2011). 
Malhotra & Birks (2006 p314) add ‘Content or face validity is a subjective but systematic 
evaluation of how well the content of a scale represents the measurement task at hand; the 
researcher or someone else examines whether the scale items adequately cover the entire 
domain of the construct being measured’. Content validity for the study questionnaire was 
carried out by three independent individuals – the Chief Researcher of the Indian 
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Orthopaedic Research Group, the CEO at a medical insurance company and me. Besides 
content validity, another way to ensure validity of my questionnaire was to base questions 
within the survey questionnaire on previously validated themes from past studies such as 
the Kaiser Family Foundation (2010). 
 
Reliability is the degree to which what we measure is free from random error and rather 
than using the test-retest method (in which research participants need to be subjected to a 
repeat survey), internal consistency is by far the most common way of assessing reliability 
(Mooi & Sarstedt 2011). One way of looking at internal consistency is to split the items into 
half and look at their degree of correlation. One major problem in following this approach is 
that the correlation results depend upon how the items are split and different ways of 
splitting items will produce different results. In 1951, Cronbach proposed calculating the 
average of all such possible split-half coefficients resulting from different ways of splitting 
the items and this ‘Cronbach’s Alpha coefficient’ has become by far the most popular 
measure of internal consistency (Mooi & Sarstedt 2011). Calculations thereof are discussed 
in the analysis laid out in the next chapter. 
 
Data Sampling 
 
Sampling is the actual process of selecting cases from any given population. A key factor 
guiding the sampling process is to ensure that the sample is representative of the 
population which means that the sample characteristics closely match population 
characteristics. Sampling could either be carried out by a ‘Probability Sampling’ method 
(where every individual in the population has an equal chance of being included in the 
sample) or a ‘Non-probability Sampling’ method (where every individual in the population 
does not have an equal chance of being included in the sample). See figure 15. 
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Figure 15. Sampling procedures (Mooi & Sarstedt 2011 p41). 
 
I chose the snowball variant of the non-probability sampling procedure purely because it 
was convenient, less costly and quicker. I was in India to conduct the study and had to be 
mindful of both time and financial constraints. In Mumbai, I approached a fashion designer 
employed by B4U Entertainment (an Indian television satellite channel), a pharmaceutical 
consultant at Cipla Pharmaceuticals (a prominent pharmaceutical company), the Chief 
Researcher of the Indian Orthopaedic Research Group, a GP at X-claim (a medical insurance 
company) and the President of Lintas Healthcare (healthcare solutions division of Lowe 
Lintas, one of the world's largest advertising agency holding companies). After a series of 
meetings with each of the above individuals, they agreed to roll out the study to all their 
work colleagues, clients and any other individual they interacted with over the next two 
days. Those who agreed to participate in the study were given detailed information of the 
study and provided with the questionnaire and consent form. They then had another week 
to return the completed questionnaire 
 
Ethical Issues 
 
Right at the very outset, I had to fill the ‘Ethics Review Checklist’, a document by the 
Nottingham University Business School which had to be completed for every research 
project that involved human participants. As per information volunteered therein, I gained 
written approval from the appropriate authorities in various organisations before conducting 
the research. Participants had to sign a consent form which informed them in writing of 
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their right to withdraw from the study at any time, without giving any reason. All data was 
anonymised and participants were assured in writing of the confidentially of the gathered 
data. Data has been stored in accordance with the Data Protection Act 1998. Data security 
arrangements will be sufficient to prevent unauthorised breaches of confidentiality. 
Individual participant’s personal information obtained as a result of research will be 
considered confidential and not disclosed to third parties. 
 
The Need for Statistical Analysis 
 
Qualitative content analysis was used to investigate the demographic profile of participants 
and also to analyse the response of those who didn’t have PHI. Although a qualitative 
analysis allows the researcher to analyse data sets in a scientific manner, it is but a 
subjective analysis. It has its advantages as it uncovers patterns, themes, and categories 
important to a social reality (Zhang & Wildemuth 2009) but presenting research findings 
from qualitative content analysis is challenging (Schilling 2006). It does not produce counts 
and statistical significance. One glance at the research objectives will remind the reader that 
not only is this study attempting to validate any relationship that may exist between 
consumer value and consumer confidence, it also aims to investigate the extent and 
strength of any such relationship between the two. 
 
Quantitative methods such as statistical tests, on the other hand, have the ability to provide 
a high level of measurement precision and statistical power (Matveev 2002). Statistical tests 
replace subjectivity with objectivity and ensure reliability.  I needed reliable data that could 
be generalized to the larger population; hence the felt need for statistical methods. 
 
Data Analysis & Hypotheses testing 
 
Data was analysed using SPSS Statistics 17.0.0 statistical software and the technique used 
was regression analysis; both bivariate and multiple regression analyses were performed. 
Regression analysis is one of the most frequently used tools in market research and in its 
simplest form, allows market researchers to analyze relationships between one independent 
and one dependent variable (Mooi & Sarstedt 2011). There were two advantages of using 
regression analysis in my study, which are visited again in the next chapter: 
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1. The ability to determine whether the relation between the dependent and independent 
variable was significant 
2. To be able to make predictions. 
 
None of the hypothesis testing tools and software available today can categorically validate 
hypotheses with complete certainty. The explanation is simple – reliance on sample data 
(rather than the entire population) to make inferences always leaves room for the remote 
possibility that some observations could be incorrect. To an extent, this can be limited by 
deciding upon an acceptable probability that a wrong hypothesis will be accepted – this is 
called the ‘significance level’. Once a significance level is chosen, calculations are carried out 
based on which, one can then decide how likely it is that the claim stated in the hypothesis 
is correct (Mooi & Sarstedt 2011). Malhotra & Birks (2006 p455) present it slightly 
differently. They say that a Type I error occurs when the sample results lead to the rejection 
of the null hypothesis when it is in fact true and this probability of type I error (α) is also 
called the level of significance. They further explain that the type I error is controlled by 
establishing a tolerable level of risk of rejecting a true null hypothesis. A 5% significance 
level is usually acceptable in market research (Malhotra & Birks 2006 p455) and the same 
significance level has been adhered to for this study. 
 
Common Methods Bias 
 
Bias is a ‘Systemic inaccuracy in data due to the characteristics of the process employed in 
creation, collection, manipulation, and presentation of data, or due to faulty sample design 
of the estimating technique’ – BusinessDictionary.com (2011). 
 
A survey may be biased if it is conducted or results calculated in a manner which is 
systematically different from the population parameters of interest. Bias, in a broad sense, 
is a lack of objectivity and usually causes deviation of the survey results from the truth. 
Common methods bias can creep in when both dependent and independent variables are 
gathered from the same data source; for example the survey questionnaire in this case 
(Podsakoff & Organ, 1986). I have tried to reduce this bias by presenting a clear structure 
of the questionnaire along with factual and closed questions (Podsakoff et al 2003). To 
ensure a manageable length, only relevant questions were included in the survey. This also 
helped minimize participants suffering from boredom and fatigue (Lindell and Whitney 
2001). The Harman single factor analysis was conducted to look at common methods bias 
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with a statistical viewpoint (Podsakoff et al., 2003), results of which are discussed in the 
next chapter. 
 
 
 
To conclude, this chapter sets out the research hypotheses and details my 
plan to go about conducting the prerequisite research to test the same.  
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CHAPTER FIVE: ANALYSIS 
 
This chapter takes the reader through a detailed analysis of the study data. A 
demographic profile of the research participants is presented. This then leads 
onto statistical calculations which investigate the relationship and strength 
between the variables under study. An attempt is made to quantify the bias 
that may undermine the findings before finally attempting to test the 
hypotheses. 
 
Response Rate 
 
Five individuals in five different organisations were approached and entrusted with the task 
of carrying out the survey, in what has previously been described as snowball sampling. A 
total of 79 filled in questionnaires were generated by the end of the deadline. Unfortunately, 
Lintas Healthcare was not able to contribute to this study and no information was 
forthcoming until this report was written. Another 10 out of 79 questionnaires contributed 
by the GP had to be left out of the final analyses because the GP had mistakenly used the 
pre-pilot questionnaire instead of the revised (post-pilot) questionnaire. The remaining 69 
questionnaires were used for analyses. Except Lintas Healthcare, all the remaining four 
individuals distributed the questionnaires to research participants and ensured they were 
filled in and returned within the next few minutes, thus ensuring a 100% response rate. I 
am sure this would have been much lower had the research participants been allowed to 
take away and return the questionnaires over the next few days.   
 
Demographic Profile 
 
The first page enquired into the demographic and socio-economic background of the 
participant. 84% (56) participants were aged between 20 yrs to 39yrs and 45% (25) of 
them were not insured. The relatively high proportion of young participants in the study 
could have been due to the context within which the snowball sampling was carried out – all 
individuals carrying out the snowball sampling were more likely to come in contact with 
these age groups rather than the retired and the elderly population. See figure 16.  
- 61 - 
37; 55%
19; 29%
7; 10%
3; 4%
1; 1%
1; 1%
20-29 Yrs
30-39 Yrs
40-49 Yrs
50-59 Yrs
60-69 Yrs
70-79 Yrs
 
Figure 16.  Breakdown of Participants by Age 
 
There were more males than females in the study. Unfortunately, none of the individuals 
kept a count of individuals who declined to participate in the study. So, it remains unknown 
whether this gender difference in the study was because more females refused to 
participate or whether more males were offered to be part of the study in the first instance. 
See figure 17. Only 34% (14) males didn’t have PHI in contrast to 27% (7) females who 
had PHI. 
41, 59%
26, 38%
2, 3%
Males
Females
Not Disclosed
 
Figure 17. Breakdown of Participants by Sex 
 
Nearly half the study group held graduate level qualifications. A minority few had only SSC 
(GCSE level equivalent in UK) or HSC (A level / Foundation level equivalent in UK) 
qualifications. A quarter held post graduate qualifications. See figure 18. 48% (27) of those 
with graduate and post-graduate level qualifications didn’t have PHI. 
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9, 13%
34, 49%
22, 32% SSC
HSC
Graduate
Post-Graduate
 
Figure 18. Breakdown of Participants by Education Status. 
 
Three quarters of the study group was employed, a tenth were either running a business 
and nearly as much were unemployed. See figure 19. Being employed or unemployed didn’t 
seem to effect the take up of PHI as 50% of unemployed and 48% of employed had PHI; 
but 71% of those running a business had PHI.  
 
4, 6%
52, 75%
6, 9%
7, 10%
Not Disclosed
Employed
Unemployed
Business
 
Figure 19. Breakdown of Participants by Employment Status. 
 
Another question in the questionnaire was about the type of accommodation participants 
lived in. Uptake of PHI didn’t seem to vary much amongst the different types of 
accommodation the participants lived in. 46% (7) of those living in rental properties and 
49% (24) of those living in properties owned by self/family members had PHI. 
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4, 6%
15, 22%
1, 1%
49, 71%
Shared
Rented
Mortgaged
Owned
 
Figure 20. Breakdown of Participants by Property Ownership 
 
Being married and/or having children did seem to increase the likelihood of participants 
opting for PHI. See figure 21. 54% of married participants had PHI whereas only 45% of 
unmarried participants had PHI. Also, 54% of participants who had one or more children 
had PHI. 
 
35, 51%33, 48%
1, 1%
Married 
Not Married
Not Disclosed
 
Figure 21. Breakdown of Participants by Marital Status 
 
A history of hospitalisation in the past didn’t seem to increase the uptake of PHI. 53% (20) 
of participants whose one or more family members had been hospitalised in the past had 
PHI. 52% (12) of participants who were themselves hospitalised in the past had PHI. More 
than half, 58% (7) of these 12 participants had exclusions to their policy. It must be 
mentioned here that having policy exclusions (a list of illnesses that the insurance provider 
will not cover for) is not a choice that a consumer can make in India today. 
 
Figure 22 below provides a breakdown of participants by their reported earnings. 42% of 
participants who belonged to middle class or lower income groups had PHI. This proportion 
increased to 72% for participants in upper or rich class, nearly 70% more as compared to 
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the middle or lower class. So far, this has been the most striking feature of the demographic 
profile of the research participants in terms of their likelihood to take up PHI. 
 
48, 70%
18, 26%
3, 4%
Middle Class & Lower
Upper & Rich Class
Not disclosed
 
Figure 22. Breakdown of Participants by Economic Status 
 
Figure 23 below provides a breakdown of participants on basis of their borrowing behaviour. 
64% (9) of participants who had borrowed money for more than a year (Long Term 
borrowings) had PHI. On the other hand, only 45% (25) of participants who had never had 
any long term borrowings had PHI. A higher ratio of those covered with PHI within those 
who had long term borrowings could be perhaps explained by the ‘Theory of Poverty’ – see 
table 11 (Schneider 2004). In contrast to 20% of participants who had long term 
borrowings, only 3% reported to have borrowed money at some stage to pay for medical 
costs for either themselves or someone in their family.  
 
14, 20%
55, 80%
Long Term Borrowings
No Long Term
Borrowings
 
Figure 23. Breakdown of Participants on basis of Borrowings  
 
More than 70% of participants surveyed were still not comfortable buying products/services 
online. See figure 24.  
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19, 28%
49, 71%
1, 1%
Comfortable with Online
Shopping
Not comfortable with
Online Shopping
Not Disclosed
 
Figure 24. Breakdown of Participants by preference for Online Shopping 
 
From the above, it appears as if the likelihood of taking up PHI was increased if the 
consumer had one or more of the following characteristics – being a male, running a 
business, belonging to rich/upper class or having long term borrowings. 
 
Analysis of participants not having Insurance 
 
Overall, more participants reported having life insurance (59%) than PHI (50%); 49% (34) 
participants didn’t have PHI. 
 
29, 43%
11, 16%
5, 7%
23, 33%
1, 1%
Life & Health Insurance
Life Insurane Only
Health Insurance Only
No Life or Health
Insurance
Not Disclosed
 
Figure 25. Breakdown of Participants on basis of Insurance Policies they held  
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There were certain interesting aspects amongst those who didn’t have any PHI at the time 
of study: 
 
 More than three quarters (77%) had either never thought about getting PHI or felt it 
was not necessary to have one. 
 More than a quarter (27%) either didn’t have any spare money, found PHI too 
expensive or thought that the insurance companies were out there to make money. 
 Nearly a fifth (18%) had either held PHI at some stage in the past but felt it was 
unnecessary or were actually refused PHI by a PHI provider. 
 Over a tenth (12%) either found the policy wording to be too confusing or had no 
confidence in PHI providers 
 
Analysis of participants having Insurance 
 
Now, let us take a closer look at participants who had PHI. The second page of the 
questionnaire was split into two sections – one for those who had PHI and the other for 
those who didn’t; each answered by 34 participants. One participant didn’t answer any 
section on the second page. In the PHI section, there were ten questions related to 
‘consumer value’. Participants had to answer them based on a two point scale (Yes/No 
response) on whether or not they received those ‘consumer value’ offerings from their PHI 
provider. To enumerate a few examples, these ten items were based around policy 
exclusions (whether there were certain conditions like pre-existing illnesses that their PHI 
provider would not cover them for), policy wording (whether participants found the policy 
wording confusing), policy flexibility (whether participants had the flexibility to increase or 
decrease their annual premiums) and the choice of PHI provider (whether participants had 
ever changed their insurance providers). Each of these ten ‘consumer value’ questions were 
given equal weightage of one point each; the maximum possible ‘consumer value’ score was 
therefore 10. As a measure of consumer satisfaction, there was also a direct question for 
participants to declare their ‘level of confidence’ in their PHI provider on a scale of 1 to 10. 
Here again, the maximum possible ‘level of confidence’ score was 10. These two scores 
from 34 participants formed the basis of reliability testing and regression analyses. 2 out of 
34 participants had not disclosed their ‘level of confidence’, so they had to be left out of the 
analyses. See table 12 below. 
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Table 12. ‘Consumer Value’ and ‘Level of Confidence’ Scores of Participants with PHI 
 
Reliability Analysis 
 
Reliability analysis was carried out using calculated ‘consumer value’ scores and reported 
‘level of confidence’ scores from the 32 participants. As mentioned earlier, Cronbach’s Alpha 
was calculated as a measure of internal consistency. Note that the measure of internal 
consistency is by far the most common way of assessing reliability. Cronbach’s Alpha in this 
study was 0.596. Speaking to the Associate Professor in Economics at the Nottingham 
University Business School, I realised that values of 0.7 and higher are expected as reliable 
measures for continuous variables and values of around 0.6 are generally acceptable for 
bivariate or dichotomous variables such as the Yes-No scale used in this study. A snapshot 
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of the reliability analysis results from the SPSS software is provided below. See snapshot 1. 
Given the above information, it therefore follows that the findings of this study can be 
considered reliable.  
   
Snapshot 1. Snapshot of reliability Analysis calculations in SPSS software 
 
Linear Regression Analysis 
 
For the purpose of understanding the relationship between two variables, regression 
analysis is a useful tool. An equation of regression can be represented as: 
 
Note that in my study, the calculated ‘consumer value’ scores represent the independent 
variable and the reported ‘level of confidence’ scores represent the dependent variable. 
Regression where only one independent variable is used is called a bivariate regression. In 
this case, the above equation can be simplified as follows: 
y   =   α   +   β x   +   e  
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Before we move on to the actual regression analysis, it is essential to test a few 
assumptions of the linear regression analysis model 
 
1. Number of Observations: 
When performing regression, the Cases-to-Independent Variables Ratio should be no less 
than 5:1 and ideally about 20:1 (Vincent 2005, p 117; Sitharthan et al 2001; Abrams 1999; 
Tabachnick & Fidell 1996, p133), meaning at least 20 cases with no missing data for each 
independent variable. For most studies, ratios between 20:1 and 40:1 are reasonable 
(Tabachnick & Fidell 1996, p133). My study, with 32 valid observations for one independent 
variable fulfills this criterion for regression analysis. 
 
2. Accuracy of Data: 
Since there were only 32 observations that were valid and formed part of regression 
analysis, I rechecked each and every single observation for accuracy. 
 
3. Missing Data: 
2 participants didn’t report their ‘level of confidence’ scores; their questionnaires were 
excluded from the analyses. 
 
4. Linearity: 
Linear Regression analysis also has an assumption of linearity, which means that the two 
variables have a straight-line relationship. This was verified with the help of a scatter plot of 
the two variables which successfully demonstrates the linear relationship. See figure 26. 
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Figure 26. Scatter Plot of ‘Consumer Value’ and ‘Level of Confidence’ scores 
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5. Outliers: 
A visual inspection, though subjective, didn’t highlight any outliers in the data that could 
skew the results or change the linear relationship between the two variables into a non-
linear one. 
 
6. Normality: 
To ensure that the data was normally distributed, histograms were plotted and visually 
inspected for that specific reason. See figures 27 & 28. 
 
Figure 27. Histogram of calculated ‘Consumer Value’ scores 
 
Figure 28. Histogram of reported ‘Level of Confidence’ scores 
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Let us take a look at a few snapshots of the SPSS software now which lay before us the 
actual regression analysis calculations for this study. For the purpose of linear regression 
calculations, the dependent variable, VAR00002, is the ‘Level of Confidence’ scores and the 
independent variable, VAR00001 is the calculated ‘consumer value’ scores. 
 
Firstly, Mooi & Sarstedt (2011) suggest looking at the p values or level of significance and 
then turning our attention to the sign (plus or minus) in the Standardized Coefficients 
column. See Snapshot 2. As discussed earlier, a p value of 0.015 is clearly significant (p < 
0.05). Also, a positive sign in the Standardized Coefficients column indicates that the 
calculated ‘Consumer Value’ is positively and significantly correlated to the reported ‘Level 
of Confidence’ in the study. The Unstandardized Coefficients column tells the reader what to 
expect if there were to be an increase of exactly one unit in the independent variable. One 
can thus conclude that for every one unit change (increase) in ‘Consumer Value’, there 
would be a change (increase) in the ‘Level of Confidence’ by 0.452. 
 
 
Snapshot 2. Snapshot of Regression Analysis calculations screen in SPSS software 
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See snapshot 3 below. The correlation coefficient (R) reflects the strength of the relationship 
between the two variables. A Pearson Correlation Coefficient is most commonly used for this 
purpose. The Pearson Correlation coefficient can be between -1 and +1 and is 0.426 for this 
study, which is a positive correlation and is significant as Sig. (1-tailed) is 0.008 (less than 
0.05) 
 
 
Snapshot 3. Snapshot of Regression Analysis calculations screen in SPSS software 
 
See snapshot 4 on the following page. The Coefficient of Determination (R square) gives the 
proportion of variance in the dependent variable that is explained by the independent 
variable; values could be anything between 0 and 1. Higher values indicate that more of the 
variation in the dependent variable is explained by the independent variable. There is no 
one ideal value. Instead, in cross-sectional designs, values of around 0.30 are common 
while for exploratory research using cross-sectional data, values of 0.10 are typical (Mooi & 
Sarstedt 2011). The ‘R square’ for this study is 0.181 or 18%.  This means that 18% 
variance in the dependent variable (Level of Confidence) can be explained by the 
independent variable (Consumer Value).  
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Snapshot 4. Snapshot of Regression Analysis calculations screen in SPSS software 
 
From the above, it becomes clear that the ‘Level of Confidence’ is positively and significantly 
related to ‘Consumer Value’. To verify the Null Hypothesis HV1 - HV10 I decided to run a 
multiple regression analysis calculation with all the ten value proposition items as 
independent variables and the ‘Level of Confidence’ as the dependent variable. Before this 
could be carried out, the phenomenon of ‘Multicollinearity’ had to be ruled out as it could 
undermine the results of the multiple regression calculations. 
 
Multicollinearity 
 
Simply put, multicollinearity occurs when the same information is counted more than once. 
Preventive steps were taken whilst designing the questionnaire such that no two questions 
were seeking to address a common theme or measuring the same information. I had to 
ensure that the ten independent variables that collectively measured the construct of 
consumer value did not suffer from this type of bias. Using SPSS software, collinearity 
diagnostics were carried out ten times by performing a linear regression of each 
independent variable against the nine others, each time. None of the VIF values were above 
2.5; VIF values in excess of 10 (or more than 2.5 for weaker models) indicate 
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multicollinearity (ResearchConsultation.com 2011). This was certainly not the case for my 
study – see VIF values in snapshots 5 & 6 from SPSS software calculations below. 
 
 
 
 
 
Snapshot 5. Note no values are above 2.5 in the snapshots above.  
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Snapshot 6. Note no values are above 2.5 in the snapshots above.  
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Multiple Regression Analysis 
 
Multiple regression analysis was then carried out; results are shown below in snapshot 7. As 
the reader can see, none of the p values are significant. One can therefore conclude that 
none of the ten value proposition items are by themselves alone significantly correlated to 
the ‘Level of Confidence’ the research participant has in their PHI provider. Also worthwhile 
mentioning here is the finding in an article by Gliem & Gliem (2003) that single-item 
questions pertaining to a construct are not reliable and should not be used in drawing 
conclusions  
 
 
Snapshot 7. Snapshot of Multiple Regression analysis with ten independent variables 
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Harman Single Factor Analysis 
 
As previously discussed, it is essential to ensure that the findings of this study were not 
undermined by the common methods bias. Therefore, a Harman Single Factor Analysis was 
carried out using the SPSS software wherein all the independent and dependent variables 
were used from the study data. There were ten independent variables, each representing 
one value proposition item. An ‘un-rotated factor’ analysis was requested and a snapshot of 
the result is provided in snapshot 8 below. No single factor ‘explained’ for a majority (more 
than 50%) of the variance in the analysis. Thus, one can conclude that this study does not 
suffer from common methods bias. 
 
Snapshot 8. Snapshot of Harman Single Factor Analysis in SPSS software 
- 78 - 
Hypothesis Testing 
 
Now, let us consider the Hypotheses, one at a time: 
 
Null Hypothesis: H0 - There is no relationship between perceived consumer value and 
consumer confidence 
 This hypothesis is rejected as there is a significant (p < 0.05) correlation between 
consumer perceived value and consumer confidence 
 
Alternative Hypothesis: H1a - There is a direct positive relationship between perceived 
consumer value and consumer confidence 
 This hypothesis is accepted because there is a positive (R = 0.426) and significant (p 
< 0.05) correlation between consumer perceived value and consumer confidence 
 
Alternative hypothesis: H1b - There is a direct negative relationship between perceived 
consumer value and consumer confidence 
 This hypothesis is rejected because there is a positive (R = 0.426) and significant (p 
< 0.05) correlation between consumer perceived value and consumer confidence 
 
Null Hypothesis: HV1 HV2 HV3 HV4 HV5 HV6 HV7 HV8 HV9 and HV10  
 These null hypotheses are accepted as there is no significant (p > 0.05) correlation 
between any of the individual ten value propositions and consumer confidence, as 
demonstrated by the multiple regression analyses 
 
In a country with a population of 1.2 billion, even a study with hundreds of 
participants may still seem not large enough, but my study with 79 
participants (32 valid cases for regression analysis) fulfills the set criterion for 
number of cases. To cut a long story short, there is no doubt that there is a 
significant and positive relationship between consumer value and consumer 
confidence; common methods bias does not undermine this conclusion.  
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CHAPTER SIX: RECOMMENDATIONS 
 
This chapter draws upon the discussions of all previous chapters and presents 
recommendations for choice of strategy for PHI organisations that are keen to 
gain a competitive edge in the current climate. Strategic recommendations 
presented herein will, in ways, help ‘future-proof’ organisations in this era of 
increasing consumer awareness and engagement with the healthcare sector. 
 
Recommended Strategy 
 
So what strategy should one adopt for delivery of PHI in India? What should PHI 
organisations do to gain competitive advantage? Simple, one would think – given the 
literature, arguments and analyses presented, one can conclude that a strategy of consumer 
value co-creation should be adopted by PHI organisations seeking to gain competitive 
advantage.  
 
Now, is it really that simple? One could argue that the hypothesis presented in this study 
seems to be fairly logical - consumer value will naturally contribute to the ‘level of 
confidence’ of consumers in their service providers. Higher the value proposition, higher the 
level of consumer confidence and so will be the market share of the organisation. Well, if it 
is really that logical, why are PHI organisations running into operating losses over the last 
decade. The key word in the strategy proposition is not ‘consumer’ or ‘value’, but ‘co-
creation’. This is what I think PHI organisations are missing to act on. Let me explain. 
 
We now know that the construct of consumer value is not made up of just one value 
proposition but ten different value proposition items, collectively put together. Remember, 
null hypotheses HV1 to HV10 were accepted as true. None of the individual ten value 
propositions were independently shown to have a significant relationship with consumer 
confidence. When all these ten value proposition items were collectively regressed with the 
‘level of confidence’ in a bivariate regression, the result was significant (p < 0.05). If PHI 
providers try to cherry-pick one or more of the ten value proposition items and offer them 
to the consumer as value propositions, this will not work – well, it hasn’t until now. What 
the PHI organisations will have to do is to understand that they will have to engage with the 
consumer during the entire process of value creation, and not only at the point of sale. 
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Consumer value boosting consumer confidence is logical, but logic or even common sense 
will not help PHI organisations decide what value means (and how it might differ) for each 
and every individual consumer. Consumers should be allowed to choose the value they seek 
to derive from the service offerings, consumers should be given the opportunity to ‘co-
create’ value and not just be forced to ‘consume’ value – that, in today’s S-D Logic 
dominant era, will give competitive advantage. 
 
Strategic Levels 
 
At what stage do organisations need to start thinking about consumer value co-creation? 
For any given business, there are usually three levels of strategy – Corporate, Business and 
Functional. Corporate level strategy fundamentally describes the business that firms should 
compete in. It tells the firm ‘What’ business to compete in. This is usually reflected in the 
mission statement of the firm and applies across all the business units that the firm 
operates. At a business level, strategy is concerned with the choice of path for gaining 
competitive advantage in its chosen business units. It tells the firm ‘How’ to compete in a 
chosen business, e.g. by consumer value co-creation. This is the level where the concept of 
consumer value co-creation should ideally start materializing from. Functional strategy looks 
at defining the operational and value chain aspects in various segments of a business unit 
by which to implement the chosen path defined at the corporate and business unit level. It 
spans across all segments that a business unit is made of – finance, marketing, R&D, 
operations, sales and human resources to name a few. The strategy of consumer value co-
creation must underpin the business and functional strategy of these PHI organisations. 
 
Choice of Model  
 
Encounters, whether be it online or offline, facilitate value co-creation and organisations 
could use one or more from the four models (Nambisan & Nambisan 2009) to actually go 
about this process. 
 
In my opinion, PHI organisations should start with the partnership model and then look to 
move towards diffusion and support group models in that sequence. This will help PHI 
organisations to engage with consumers to firstly improve their service/product offerings 
and then diffusing knowledge about the same. Given that the PHI sector is still at an 
incipient stage in India, I believe that any value co-creation projects will have to be initially 
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led by the organisations, hence my proposed sequence for the choice of models. PHI 
organisations should actively use online platforms and the social media to engage with 
consumers. Once there is consumer engagement, PHI organisations will automatically find 
themselves taking a back seat as the diffusion model gets phased out and the support 
group and open source models get phased in. Whether it is the partnership or open source 
model, PHI organisations need to ensure they do not lose sight of the fundamental 
principles, the building blocks of value co-creation – Dialogue, Access, Risk Assessment and 
Transparency. Key recommendations within each of these four building blocks are presented 
below: 
 
1. Dialogue 
PHI organisations should invest in enabling dialogue with the consumer. At every stage in 
the process of consumer value co-creation, dialogue will help PHI organisations and their 
consumers. PHI organisations will learn more about their consumer’s needs, mindsets and 
purchasing power and consumers will have ample opportunity to learn about the potential 
benefits of any product/service offerings. Dialogue can also provide a useful channel for a 
trust building exercise for the organisation. Dialogue should not end at the point of sale but 
continue beyond so as to enable consumer feedback which could very well shape future 
product/service offerings.  
 
2. Access 
Organisations can increase their access to consumers by offering information that can 
empower consumers to make rational choices about their PHI policies. This could be in the 
form of detailed information about their PHI policies, pricing information (including 
competitor pricing), creating a general awareness of health by using health promotion 
literature and equipping their consumers with useful tools like Health Risks Calculators and 
Body Mass Index Calculators. All this will help towards enhancing consumer value.  
 
3. Risk Assessment 
PHI organisations should strive hard to keep the consumer fully informed at all times of any 
risks associated with their service offerings and go a step further by trying to minimise any 
such foreseen risks. Take for example, the case where a consumer may not be necessarily 
making the right choice of PHI policy to cater to his/her health/financial status; the 
organisation should step in on ethical and moral grounds to intervene and attempt to rectify 
the situation. PHI organisations should have in place robust risk-management procedures 
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especially during the enrolment process so as to prevent any harm or disvalue creeping in 
their product/service offerings. Laxity in risk assessment on part of PHI organisations could 
unintentionally result in fraudulent consumer behaviour when the consumer tries to mitigate 
any risks on their own. Organisations that invest in risk assessment mechanisms will not 
only find themselves having to deal with relatively fewer fraudulent claims, but will also find 
it much easier to win consumer trust and confidence. This will go a long way in consumer 
retention and increasing market share. 
 
4. Transparency 
With new platforms of communication such as the social media comes a felt need to 
maintain higher levels of transparency whilst engaging with consumers. PHI organisations 
will have to constantly review their policies on levels of transparency so as to preserve 
consumer trust and confidence. Empowering consumers and facilitating them to be in 
charge of their health status will only be achieved by maintaining transparency in consumer 
interaction, especially with regards to information on policy wording and claims processes.  
 
Limitations and Scope for further Research 
 
As enumerated previously, time and financial constraints were the key limitations of this 
study. As a direct consequence, this study seems to have been limited by the number of 
participants; it could recruit only 79 participants. For that matter, even a study of twice as 
many participants would not have made the findings significantly more generalisable to a 
population of 1.2 billion. However, the generalisability could be improved by duplicating this 
study over multiple locations throughout India; I had neither time nor the finance to be able 
to do that. Duplicating the study in multiple geographic locations across India would 
perhaps be more beneficial than an attempt to only double the number of participants. 
Remember, for most studies, ratios (Cases to Independent Variables) between 20:1 and 
40:1 are reasonable (Tabachnick & Fidell 1996, p133). This highlights scope for further 
research – duplicate the current study over multiple geographic locations across India.  
 
Although there is a significant positive relationship between consumer value and consumer 
confidence, a substantial proportion of variation in consumer confidence is still unexplained 
for. This could be another area for research; albeit an exploratory study in the first instance. 
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Despite its limitations, I sincerely hope that this piece of work will contribute and make a 
case for PHI organisations in India to revisit their existing strategies at the very least. Since 
this is the first study of its kind in the PHI sector in India, it will help pave the way for 
further related research. 
 
All said and done, this dissertation is a piece of work which could prove useful 
for both PHI organisations and researchers; the former can look at arguments 
presented herein and possibly revisit their business strategy whereas the 
latter can build upon findings presented herein and conduct further research. 
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CHAPTER SEVEN: CONCLUSION 
 
‘However beautiful the strategy, you should occasionally look at the results’  
- Winston Churchill 
 
The results speak for themselves - a decade of operating losses for PHI organisations in 
India. The future is bright but PHI organisations will have to wake to S-D Logic and seriously 
consider a strategy of consumer value co-creation if they intend to reverse this trend and 
enjoy a decade of operating profits instead. 
 
‘A satisfied consumer is the best business strategy of all’ 
- Michael LeBoeuf 
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CHAPTER EIGHT: APPENDIX  
 
Research Questionnaire – Scanned Image: Page 1 
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Research Questionnaire – Scanned Image: Page 2 
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